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ABSTRACT
Throughout history, multinational enterprises have 
changed the extent, form and geography of their value-added 
activities (transforming by manufacturing, processing etc., 
hence adding new values to a product) in response to the changes 
in the structure and organization of the world’s resources and
capabilities. With the evolution of new strategies and
structures by the multinational enterprises, the nature of 
international production has also changed and multinational 
enterprises have become a powerful source for binding national 
economies together. Through complex corporate strategies and 
intricate network structures, they have started engaging in 
international production characterized by a sophisticated intra­
firm division of labor for each corporate function. Even though a 
good deal of International production still takes place through 
the establishment of stand-alone affiliates, there is still a slow 
trend towards greater functional integration of multinational 
enterprise activities. If this trend continues, then this will 
increase the links between countries hence will lead the world
towards a more Integrated global economy.
Tarih boyunca çok uluslu şirketler, dünyanın kaynaklarında ve 
imkânlarındaki yapısal ve örgütsel değişimlere karşılık kendi katma değer 
aktivitelerinin kapsam, şekil ve coğrafyasını değiştirmişlerdir. Çok uluslu 
şirketlerce yeni stratejilerin ve yapılanmaların geliştirilmesiyle uluslararası 
üretimin niteliği de değişmiş ve çok uluslu şirketler milli ekonomileri 
birbirlerine bağlayıcı güçlü bir kaynak olmuşlardır. Çok yönlü şirket 
stratejileri ve karmaşık yapısal düzenleri ile çok uluslu şirketler her şirket 
fonksiyonu için geliştirilmiş firma içi iş bölümü ile nitelenmiş uluslararası 
üretime başlamışlardır. Büyük miktarda uluslararası üretim halâ bağımsız 
yan kuruluşlar (stand-alone affillates) tarafından gerçekleştiriliyor olmasına 
rağmen çok uluslu şirket aktivitelerinin daha büyük çapta fonksiyonel 
birleşimlerine doğru yavaş da olsa bir eğilim halâ mevcuttur. Bu eğilimin 
devam etmesi halinde uluslararası bağlar güçlenecek ve böylece dünya 
daha güçlü bir birleşik global ekonomiye yönlenecektir.
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1. Introduction
There are about 37,000 multinational enterprises 
in the world, with over 170,000 foreign affiliates; and their 
influence continues to grow. By 1992, the global stock of 
foreign direct investment had reached about $2 trillion, which 
generated about $5.5 trillion in sales by foreign affiliates. From 
1983 to 1990, such investments grew four times faster than 
world output and three times faster than world trade.
A simple definition of a multinational or a 
transnational enterprise (MNE) is a firm that engages in foreign 
direct investment (FDI) and owns or controls value-adding 
activities in more than one country. Throughout their evolution, 
there have been both hopes and fears about these enterprises. 
The thought of global enterprise, placing itself wherever costs 
and resources dictated, excited people. These firms, by using 
economies of scale and scope would grow very fast and become 
bigger than nation-states and would soon dominate the world
economy. But then, others were terrified by the multinational
enterprises. These firms would exploit the poor and manipulate 
the governments. The United Nations spent years drawing up 
codes of conduct to control them. But now the picture has 
changed. These firms are seen as the embodiment of modernity 
and the prospect of wealth. Governments all around the world 
are trying to attract these firms and the United Nations now 
spends time advising countries on how to attract them.
Along with the change in the attitudes towards 
these firms, multinational enterprises have also transformed 
from old to new forms of multinationalism as they evolved from 
the personal trading of individuals in the early civilizations, 
through the impersonal trading of the Mercantilist era, and the 
industrial revolution of the 19th century, to the computer 
revolution of the 1980s. The change' in the nature of 
multinational enterprises has also given rise to hopes for a more 
integrated global economy.
Global economic integration can be defined as a 
state of affairs in which two closely interrelated -necessary 
but not sufficient- conditions are satisfied. Condition one is
that there is free movement of products, capital and labour, thus 
establishing a single unified market for all goods and services,
including the services of people, and condition two is that there 
is complete non-discrimination, with the result that, 
economically speaking, there are no foreigners and in each 
country people or enterprises from outside the area are treated 
in their capacity as economic agents in precisely the same way 
as people or enterprises that are viewed as belonging to it (1). 
The growth of multinational enterprises has given rise to hopes 
for an integrated global economy since these firms have become 
a powerful source for binding national economies. Through 
complex corporate strategies and intricate network structures, 
more and more international production by MNEs is becoming 
integrated in nature and if this trend continues, it is likely that 
fundamental changes in the structure of the world economy will 
occur since economic interrelationships between countries will 
m ultiply.
The purpose of this study is to examine the 
evolution and the present day role of multinational enterprises
and their possible contribution to the emergence of an integrated 
global economy. Towards this aim, the first chapter of the study 
presents a survey of the history of multinational enterprises, 
the second chapter presents the present role of multinational
enterprises, and the possible contribution of multinational 
enterprises to an integrated world economy is examined in 
chapter 3. Finally, the conclusion will encompass an overview of 
the ideas employed In this study.
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CHAPTER 2
A Historical Survey:
From the origins of the MNEs to the 1990s
2.1 Colonizing and merchant capitalism
The early cross-border activities of firms were largely 
dependent, first, on their perceived need and ability to acquire 
resources or markets beyond their boundaries; second, on the
facilities available for transporting goods, people and
information across geographical space, and particularly across
water; and third, on the relative costs and benefits of the
alternative modalities of undertaking trans-border transactions 
of intermediate products. Before the industrial revolution, most 
of the value-added activities by economic entities - the state, 
private corporations, families or Individuals outside their 
national boundaries - were initiated by three factors. The first
was the desire to foster trade and financial activities 
consistent with the needs of the state or that of individual 
producers or consumers. The second was to acquire new
territories and new forms of wealth. The third was to discover
new paths for use of domestic savings (2).
For much of the period from the 13th to the 18th 
century, the state was directly or indirectly involved in most 
kinds of overseas ventures. Overseas investment was undertaken 
primarily by chartered land companies, merchants and wealthy 
family groups and was usually intended to advance the political 
and strategic goals of the governments of the home countries. 
Three characteristics of this period can be noted. First, it was 
generally quicker and cheaper to conduct commerce across water 
than by land, hence, the development of export-oriented 
industries proceeded faster than that of their domestic 
counterparts. Second, since a lot of trade was between 
metropolitan countries and their colonies, little or no
distinction was made between internal and cross-border 
transactions. Third, migration and investment were handmaidens 
of each other and expatriate investment was one of the most 
important forms of international commercial activity in the
Middle Ages (3). Some of the earliest international business 
ventures can be traced to the Commenda, which was an 
arrangement by which a principal investor, or group of investors, 
entrusted their capital to an agent, who then traded with it in 
Medieval Europe and returned to the investor his principle and an 
agreed share of profits. Much of this involved the transfer of 
resources across national boundaries (4).
In the early Middle Ages, there were also numerous 
trading firms, based in different parts of Europe, which set up 
offices and representatives in many of the important cities of 
the continent. They were usually partnerships formed for a 
short period of time, at the end of which the profits would be 
distributed and the partnerships dissolved. But, two important 
exceptions should be noted. First, there was the Hanseatic 
League, which was a cross-border trading company owned and 
operated by a group of Hanseatic merchants based at Lubeck in 
Germany. This League helped to develop various branches of 
agriculture In Poland, sheep raising in England, iron production in 
Sweden, and general industry in Belgium. The second was the 
Merchant Adventures, which was a powerful consortium of UK 
wool and cloth companies. It was set up to promote marketing
outlets for its members’ goods in the Low Countries (5).
In the 14th century, Italian banking and trading 
houses emerged. Italian banks, such as Bardi, Acciauoli and 
Peruzzi operated branch offices in London, Bruges and Paris. By 
the end of the 14th century, there were approximately 150 
Italian banking firms which were truly multinational in their 
operations. Some of these early ventures also engaged in foreign 
mining activities. The Fugger family, in 1525, invested in silver 
and mercury mines both in Spain and Latin America (6).
In the 16th and 17th centuries, transborder 
communications improved hence commerce started to take place 
in a much larger environment, embracing new cultures: and 
relations between the trading partners became less personal and 
began to be based on formal documentation. There were still two 
kinds of foreign direct investment (FDI). The first kind was 
intended to support the trading activities of the home countries. 
In this respect, the only difference with their medieval 
predecessors was that, most of the companies in this period 
were directly set up by the state or supported by the state. 
These companies enjoyed the state’s protection as long as they 
advanced its political and economic objectives. The best known
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trading companies of this period were the Dutch East India 
Company (chartered in 1600), Muscovy Company (chartered in 
1553), the British East Indian Company (chartered in 1602), the 
Royal African Company and the Hudson Bay Company. Some of 
these trading companies also helped to foster foreign value- 
added activities. Dutch East India Company established a plant 
in Bengal in 1641 to refine saltpetre, and a print works for 
textiles for ten years. In 1717, the company was employing over 
4000 silk spinners in Kaimbaza. Sometimes, this initiative was 
taken by individual entrepreneurs. For example, in 1632, two 
Dutch merchants established water-powered iron-works, 150 
km. south of Moscow. Both capital and technology were exported
from Holland (7).
In this period, the second kind of FDI was made to
promote colonization and land development. Most of this kind of 
investment was forced on America and some of the companies 
such as the Virginia Company and the Massachusets Bay 
Company, helped to settle the Eastern seaboard of America. Most 
of these companies originated from England, which, at that time, 
offered appropriate incentives to emerging international 
entrepreneurs. Expatriate capital, migrant workers, absentee
investors and some direct investment played a great role in 
these investments. Many of these pre-revolutionary industries 
were started by European money and technology, machinery and 
skills (8). With the industrial revolution, dramatic changes 
occurred in trade and colonizing activities of countries. Firms 
started investing abroad for new reasons in the 19th century. 
One of the reasons was to acquire minerals and raw materials 
for their domestic industries and foodstuffs for their population. 
Both market and resource-seeking foreign investors aimed to 
produce goods and services that would advance domestic 
economic welfare and the colonizing aims of metropolitan 
governments. The industrial revolution introduced the factory 
system and helped to fashion the business enterprises as we 
know them today. It also dramatically influenced the way 
corporations were managed, the techniques of production and the 
range of value-added activities that could be efficiently 
undertaken by a single firm. It created the demand for new 
sources of energy and industrial material (9). By helping to raise 
living standards, it also increased the demand for the kinds of 
food and other products that the temperate industrial countries 
could not produce, or produce economically. It led to new and 
more efficient forms of transport, and drastically reduced inter-
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and intra-firm communication costs. Personal transactions
based upon trust were replaced by impersonal transactions 
backed up by legally binding contracts. There was also more 
specialization and division of labor in business enterprises. This 
led to re-organization of transactional mechanisms wherever the 
production or exchange of one product yielded costs and benefits
to the production or exchange of other products. Most
importantly, the industrial revolution greatly enhanced the role 
of technological capacity, money capital and human 
competencies in the production process and these assets had to 
be created unlike natural resources. Once they were created, 
they became the proprietary rights of the owners. Also, they 
were easily mobile across space which led to the possibility 
that firms might use these assets that they created in one 
country to produce goods and services in another (10).
2.2 The early 19th century
The industrial revolution opened a new era in international 
business. The age of merchant capitalism which had dominated 
international commerce for the past two centuries was now 
replaced by an era of industrial capitalism. The MNEs of Europe 
and North America began Investing in foreign plantations.
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factories, mines, banking, sales and distribution facilities in 
large numbers. Although the MNEs, as we know them today, did 
not emerge until the late 19th century, three kinds of FDI can be 
noted in the first half of the 19th century which paved the way 
to the modern MNEs. The first were the firms often owned and 
operated by a single entrepreneur or family group, some of them 
internationally oriented from the start. For example, Joseph 
Dyer (US origin), set up a factory in Manchester, England to 
manufacture American-designed machinery in 1820. At the same 
time European businessmen, attracted by business prospects and 
generous incentives offered by the state legislatures, were 
migrating to the US, Investing in the US small amounts of capital 
but large amounts of technological expertise and management 
experience. Since these entrepreneurs migrated with their 
capital in the early 19th century, these investments cannot be 
considered foreign or direct as it is defined today but since they 
were a kind of free investment and if the motive for these 
investments and their contribution to the economic development 
of the host countries are taken into consideration, they can be 
seen as one of the precursors of the modern MNEs. The second 
kind of FDI was made by finance capitalists, who, unlike 
individual entrepreneurs, brought large amounts of money capital
12
to foreign ventures, and they were not much involved in the
management or the organization of the business they funded. The 
greater part of these capital exports, prior to 1850, were 
portfolio rather than direct, but in a few cases they were 
substantial enough to give the investor a voice in the
management of the foreign company. The third kind of
investment was directed to the territorial expansion of a firm’s 
domestic value added operations. This also included the 
investments of the embryonic manufacturing MNEs. In some
cases, these firms first exported to the country in which they 
made their investments, in other cases, a company began life in 
one country, began investing in another, and then over time, 
became an MNE from the foreign base. One thing they had in 
common was that the company which was investing, perceived 
itself to have a particular advantage over its domestic
competitors (ownership-specific advantages) or those that are 
producing in the host countries. Usually this advantage was in 
the products offered for sale or in the production process. Also, 
access to foreign markets was still important for resource- 
based investments. Sometimes, high spatial costs were the 
reason for the initial impetus to produce abroad, and sometimes 
foreign investment followed exports as the local market started
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expanding. But this kind of investment was mainly within the 
developed world and was mainly intended to produce goods and 
services for the local market (11).
The emergence of industrial capitalism generated a 
variety of activities financed or managed by foreign investors. 
The growing owner-specific advantages of enterprises, specially 
in processing industries, insurance, banking and shipping, and the 
need to gain access to both foreign input and output markets, led 
many firms both to look beyond their national borders for 
intermediate or final products and to control the production and
marketing of these products. But still, by the 1850s,
international production as we know it today was still in its 
beginning stage (12).
2.3 The emergence of the modern MNE after 1870
In the second half of the 19th century, organizational and 
technical innovations better enabled firms to create or acquire 
proprietary rights and to produce at a larger scale. These 
innovations also provided the firms with opportunities to 
become multi-product and multinational producers. Great 
advances in transportation, communications, and storage 
techniques created new market opportunities and led firms to
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reappraise their locational strategies. Together with the new 
professionally trained managers and administrators, these 
developments led to a wider spread of value-added chains and to 
a growth in the transactional sector of the industrial economy. 
These improvements mostly affected the fabricating industries 
(engineering and metal-using sectors), more than the processing 
industries hence the organizational leadership of the new 
industries shifted from owner-managed and family firms to 
joint stock companies. These industries had a higher ratio of 
non-operative to operative workers and needed a larger number 
of separate economic activities to be able to produce a product. 
The United States was better suited than the European countries 
to create and take advantage of these events. The innovations 
were more suited to the United States’ own natural resources, 
organizational capabilities and markets (13).
Electricity and the internal combustion engine, the 
interchangeability of parts and the introduction of new 
continuous processing machinery were the main lynchips in the 
last half century before the First World War. These
technological advances made possible economies of scale in
production and scope in marketing. Also, the more capital
15
intensive production techniques required a reliable and sustained 
supply of intermediate products, assured and stable markets and 
distribution networks, if they were to be exploited. Such 
changes affected the production frontiers of firms, the market 
environment that they operated in and their strategies of growth. 
They provided the firms with new owner-specific advantages for 
them to be able to exploit foreign markets, and firms which did 
not possess these advantages faced barriers in entering foreign 
markets. Cost effectiveness of large plants, the economies of 
process, product or market coordination and the international 
patent system were some of the advantages available to the 
firms. Also, a drastic reduction in the transportation costs,
improved preservative qualities of primary products, the 
railroad, the iron-steam ship and the innovation of new
refrigeration and temperature controlling techniques opened the 
way to new sources of food and raw materials from more distant 
countries hence an increase in foreign trade (14). Access to and 
control over distribution networks was becoming necessary to be 
able to successfully exploit the new technologies. Natural 
resources were becoming less important as a competitive 
advantage, and capabilities of firms to invent new products and 
methods of production and to coordinate these with a series of
16
complimentary assets was gaining importance (15).
In the first three quarters of the 19th century, 
direct capital exports were mainly expatriate investments or 
finance raised in the home country by corporations or individual 
entrepreneurs, but In the subseque.nt 40 years, the type of FDI 
that predominates today (owned and controlled by firms already 
producing at home) emerged. By 1914, the MNEs had become 
firmly established in the international economy (16).
The UK was the largest foreign capital stakeholder 
in 1914. However, US investments were more directed to the 
growth sectors of foreign countries, and a much larger 
proportion represented the activities of affiliates of MNEs 
rather than of absentee equity owners. Country-specific 
differences like these reflected differences in resource
endowments and capabilities, institutional mechanisms and 
trading tendencies of the investing countries. Hence, when 
Europe had accumulated entrepreneurial and managerial skills 
and was a major portfolio capital exporter, the US, with such a 
background, was building a strong comparative advantage in
corporate technology and management skills, which were best 
exploited within the enterprise generating them (17).
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In 1914, about three-fifths of the direct foreign
investment was directed to today’s developing countries. About 
55% of the FDI was directed to the primary product sector, 20% 
to railroads, 15% to manufacturing activities, 10% to trade, 
distribution, public utilities and banking. Manufacturing 
investments, which were largely of a market-seeking variety,
were mainly concentrated in Europe, the US, the UK Dominions
and Russia. Almost all mineral investments were located In the 
British Commonwealth or in other developing countries. Also in 
this period, there was a great amount of agricultural investment. 
There were large rubber, tea, coffee and cocoa plantations,
cattle raising and meat processing and also vertically integrated 
MNEs emerged in tropical fruits, sugar and tobacco. Apart from 
some transnational railroad activity in Europe- and Latin 
America, it was in the agricultural sector that the international 
hierarchical organization first flourished (18).
By 1914, FDI was increasingly taking the form of 
branch plant activity by MNEs. Both resource-based and market­
seeking investments were becoming strongly motivated by the 
desire to exploit the gains of vertical or horizontal integration 
of production as well as the desire to minimize the uncertainties
18
of intermediate product markets. Also, cross-border activities 
were increasingly being conducted by international oligopolies. 
While dynamic entrepreneurship continued to be a key advantage, 
strategic considerations began to play a more important role in 
affecting foreign investment decisions (19).
2.4 The inter-war years
In spite of a less hospitable international economic and political 
climate, MNE activity continued to grow in the inter-war years 
from 1918 to 1939. This period was characterized by the 
maturing of both US and European MNEs and a general move 
towards the integration of their affiliates into the economies in 
which they operated. The factors affecting the location of 
value-added activities underwent noticeable change since there 
was a general shift of host industrialized countries towards 
economic independence and protectionism. Hence, most market­
seeking investment in developed countries was defensive in 
character. Tariffs were of overwhelming importance in the 
branch plant movement. In resource-seeking investments, due to 
rapidly increasing demand for oil, both US and European MNEs 
expanded their investments In crude oil production. This period 
also saw the establishment of several mineral cartels, although
19
the non-members of these cartels tried to develop alternative 
materials. There was little secondary processing activity by
MNEs in developing countries in this period. The main gains of 
MNE activity in this period were from the economic rent derived 
from their proprietary rights rather than from those of
multinationality. Natural factor endowments together with
government-imposed import restrictions remained the main 
determinants of the location of economic activity (20).
2.5 The early post-war period: 1945-1960
The period from 1945 to 1960 saw an expansion of all kinds of 
trade and investment. In this period, the US dominated all kinds 
of MNE activity. The Second World War generated a series of 
major technological advances and its aftermath produced an 
international economic and political climate particularly 
favorable to cross-border business activities. As a percentage 
of both world output and trade, the global FDI rose modestly 
between 1938 and 1960. During this period there was a 
continuation of the pre-war trend for MNEs to favor developed 
countries for new venture activity. In 1938, something like two 
thirds of the foreign assets owned by corporations were located 
in developing countries but in 1960, this had fallen to 40% and
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about 35% of US and British owned foreign assets were within 
the manufacturing sector, compared with about 25% in 1938 and 
15% in 1914. Interest in agricultural activities declined. Also 
in this period, market-seeking MNE activity was mostly directed 
towards developed countries and resource-seeking MNE activity 
was mostly directed towards developing countries. Several 
events in this period combined to affect the organizational form 
of international activity. First, as mentioned before, the United 
States dominated the supply of new capital, entrepreneurship 
and innovations for most of this period. Second, in this period, 
most of this technology and managerial expertise that was 
produced, was non-codifiable. Third, anti-trust legislation, 
specially in the US, made both international and domestic 
mergers more difficult than the pre-war years. Fourth, jet
travel and the computer started a new era of transportation and 
communication which led to reduced hierarchical transaction 
costs. Fifth, the economic environment for FDI and trade,
created at Bretton Woods and Havana, was both more congenial 
and stable than that which faced policy makers in the inter-war 
years. This period also saw a continuation of the pre-war trend 
to a more integrated product and market structure on the part of 
established MNEs. Rationalized production, as we know it today.
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was still an exception rather than the rule within the 
manufacturing sector. Intra-firm manufacturing imports and 
exports by MNEs were a small fraction of their current level and 
these firms engaged in little cross-border product or process 
specialization. US manufacturing subsidies were, in the main, 
smaller replicates of their parent organizations and, after a 
learning period, tended to conduct their affairs with minimal 
parental interference. Foreign investment by MNEs was Initially 
prompted by the need to protect an existing market, that is, to 
relocate rather than to expand an existing market (21).
There were also some locational changes in the MNE 
investments In the period 1945-1960. The overriding and unique 
variable that influenced the locational choice of value-added 
activity by international firms was the world shortage of US 
dollars. This obliged US firms to produce overseas to be able to 
sell their products. There was also the growing difference in the 
labor costs between the United States and other industrialized 
countries. To be able to be the leaders in exploiting their new 
technological and marketing advantages in foreign markets, US 
oligopolists which were in the motor vehicle, electrical goods, 
computer, pharmaceutical, industrial instrument and other
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industries, moved fast to establish branch plants in Europe, 
Canada, Australia and in some wealthier Latin American 
countries. These activities were mostly seen as replacement 
for some of the domestic activities rather than expansion of 
them by the investing firms. Most European direct investment 
was of this kind also. This investment had a certain pattern to
it. The investing firm first exported to the foreign country and
sales and service facilities were set. Then came local 
production with imported materials and components and then 
came the production with higher local value-added content. 
Again, the main inducement in foreign investment was the rising 
markets usually protected by import controls and also the firms 
feared losing existing markets or potential markets to
competitors. Also, some UK firms invested in the US to be able 
to have access to US technology. With the expansion of
industrial output after the Second World War, there was a 
greater demand for raw materials to be able to sustain the 
increased output. Hence, the industrial countries started looking 
for new sources of raw materials. Large firms purchasing
primary products for processing and fabricating sought to
internalize their sources of supply. But, at the same time, the
producing nations were concerned about foreign firms in their
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key natural resource sectors. They were disquiet about the 
ability of these firms to extract monopoly rents, their perceived 
governance of the way in which these resources were to be used, 
their rates of exploitation and to whom, on what terms and by 
what means they were sold. By mid 1960s several host 
governments were encouraging or enforcing divestments by the 
MNEs in many resource based sectors, while trying to change the 
terms in which others, specially the new investors, could be 
involved in their natural resource sectors. As a result of these 
events, there was a decrease in the relative importance in 
supply-based foreign investment in the 1960s and 1970s (22).
2.6 From the end of 1960s to the mid-1980s
From the mid-1960s to the mid-1980s, MNE activity changed by 
a series of events which increased the propensity of MNEs to 
integrate and control many of their cross-border activities and 
also to take a more geocentric stand towards these activities. 
In this period there was also a move towards regional 
integration in Europe and to a lesser extent, in Asia and Latin 
America. This movement led MNEs to greater rationalization of 
their activities in these regions and there was an increase in 
intra-firm trade. By the mid-1980s, most developing countries
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were relaxing some of their restrictive policies towards the 
inflow of FDI that had been a problem for the MNEs in the 1970s. 
This was mainly because of a shift in the macro-economic 
policies of these countries from import substituting to export 
led growth and other reasons were the increasing unemployment 
and reduced rates of growth In these economies and better 
understanding of governments in negotiating with the MNEs. In 
this period there was also an increase in the different forms of 
international business involvement (non-equity alliances, joint 
ventures) which was seen as an alternative to the fully owned 
foreign subsidiary. Also, during these years, the international 
division of owner-specific advantages leading the firms to 
become multinational became more evenly balanced between the 
leading developed countries. This can be seen from tho United 
States, becoming the world’s largest inward, as well as the 
world’s largest outward direct investor by the mid 1980s. 
During this period, there was also a decline in the expansion of 
world trade which mostly influenced the developing countries. 
FDI flows between the developed countries had traditionally been 
higher than those between developed and developing countries 
but this gap grew even wider in 1980s (23).
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The competition for capital and technology 
increased among both developed and developing countries. 
Because of increased unemployment rates in developed countries 
(except for Japan), these countries tried to attract MNEs to 
invest in their countries since there was a decrease in 
availability of other forms of capital or means of acquiring
technology. The developing countries became more
differentiated in their ability to attract foreign investment. The 
rising political and economic uncertainty pushed FDI especially 
by developed countries towards developed economies. Because of 
the Iranian revolution and the subsequent confiscation of 
corporate assets, MNEs became more cautious about making long 
term commitments in the less developed countries. The over- 
indebted developing countries were having difficulty getting 
loans from bankers hence there was a growing competition 
among the developing countries for foreign direct investment 
(24).
Another change in this period in the pattern of FDI 
was that the United States, the leading source of foreign 
investment by MNEs until the 1970s, had become the largest 
recipient in the 1980s. In fact, the outflows from United
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Kingdom were larger than that of the United States in the first 
half of the 1980s. Japan became the third largest investor 
during the period from 1980 to 1985. Japanese corporations 
became the leading exporters of capital. Japan emerged as one 
of the most industrial nations, having a strong competitive 
advantage in world markets for its technologically advanced 
products. One of the main factors was the capacity of Japanese 
firms to innovate. After Japan became leader as a trading 
nation, its financial and industrial corporations started 
spreading into transnational activities and the country became 
an international financial center. Apart from Japan, there was
also an expansion of MNEs based in Western Europe. Western 
European MNEs began to place a greater emphasis in expanding 
outside of their home countries which resulted in a growth of 
greenfield investments and the acquisition of existing assets 
both in Western Europe and in the United States (25).
The history of MNE activity has been a story of a 
series of political and social events, that have effected the 
ownership, organization and location of international production. 
The discovery of new territories, increase in population, 
advances in production and information technology, advances in
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organizational techniques have led MNEs to adopt new forms of 
multinationalism and multinationals have reached a new stage in 
their evolution in the beginning of the 1990s.
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CHAPTER 3
New Multinationalism
There are accumulating signs that the
multinationals have reached a new stage in their evolution. 
Despite the slowdown in world economic growth, increasing 
instability in key international parameters such as exchange 
rates and interest rates, and growing protectionism, the 
activities of MNEs and their role in the world economy continued 
to expand in the 1980s (26). The pace of growth slowed in 1991 
and 1992 (Figure 1), but that is probably temporary, largely due 
to recession in the advanced economies (27).
3.1 The recent trends in MNE investments
The growth of FDI was mostly concentrated in Triad regions 
(Japan, US, EC) in the 1980s. However, in the early 1990s, there 
was a decline in the investment flows to the developed 
countries, and those to the developing countries increased (Table
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Figure 1. Outflow· of foreign direct investment, 1970*1991
(Logarithmic values)
Source: UNCTAD, Programme on Transnational Corporations. World Investment Report 
1993: Transnational Corporations and Integrated International Production (United Nations 
publication, 1993).
Table 1. Inflows and outflows of foreign direct investment, 1987*1992
(Billions of doiiars and percentage)
Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 
1993: Transnational Corporations and Integrated International Production (United Nations 
publication, 1993).
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1), especially in Asia and Latin America and the Caribbean, as a 
result of the rapid economic growth and fewer restrictions. The 
reason for the decline in the investment flows to the developed 
countries is partly due to slow growth and recession in the 
European Community, Japan, and North America and the decline in 
profitability in these economies. In addition to this, recession 
has also reduced the ability and willingness of MNEs from these 
countries to expand abroad. Particularly, Japanese outflows 
declined substantially as the ability of Japanese corporations to 
invest abroad was largely hampered because of domestic 
financial weakness and declining profitability. At the same 
time, the resurgence of strong economic performance in most of 
the developing countries in Asia and Latin America, their control 
of vital natural resources in Africa, and their efforts in 
liberalization and privatization, lead to an expansion in FDI 
towards these countries. The trend towards liberalization and 
privatization has also been seen in Central and Eastern Europe 
where inflows of FDI continue to grow (28).
Within this setting, certain trends can be seen in 
the current phase of the evolution of the MNEs. There is an 
increase in the importance of “vertical” as opposed to
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"horizontal”, foreign direct investment. As Robert Gilpin has
noted:
Vertical investment occurs when a firm 
invests abroad in activities that (1) provide 
inputs for the home production process or (2) 
use the output of home plants. That is, 
vertical foreign direct investment entails 
the fragmentation of the production process 
and location throughout the world of various 
stages of component production and final 
assembly of components. This fragmentation 
is intended to achieve economies of scale, to 
take advantage of cost differences of 
different locales, and to exploit favorable 
government policies such as tariff codes that 
provide for duty-free entry of semifinished 
products or of goods assembled abroad from 
components produced domestically (29).
Another trend is a shift in the predominant form of 
MNE involvement from market-seeking and resource-seeking 
investments to rationalized and more recently, strategic asset 
acquiring investment. This is shown by the fact that there is a 
substantial increase in all forms of intra-firm trade between 
foreign affiliates and the parent company and also between 
affiliates in developed countries (especially in the EC and North 
America). At the same time, these investments have been
increasingly viewed from a global perspective and as part of a 
geocentric or transnational organizational strategy by MNEs (30).
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The MNE is now becoming more of an arranger of production and 
transactions within a network of cross border internal and 
external relationships, which are intended to serve its global 
interests. As Dunning has argued:
From being mainly a provider of capital, 
management and technology to its outlying 
affiliates, each operating more or less 
Independently of each other, and then a co­
ordinator of the way in which resources are 
used within a closely knit family of 
affiliates; the decision-taking nexus of the 
MNEs in the late 1980s has come to resemble 
the central nervous system of a much larger 
group of interdependent but less formally 
governed activities, whose function is
primarily to advance the global competitive 
strategy and position of the core 
organization. This it does, not only by, or 
even mainly, by organizing its internal 
production and transactions in the most
efficient way: or by its technology, product 
and marketing strategies; but the nature and 
form of alliances it concludes with other 
firms. The seventh largest industrial firm in 
the world - IBM - has long been regarded as 
the leader In new forms of cross-border 
organization: today the company is no longer 
manufacturer of a single integrated device, 
but rather the organizing center of a 
community of service companies. ITT now 
regards itself as a constellation of
information intensive service companies, a
far cry from twenty years ago when it was a 
leading producer of a whole variety of 
manufactured products (31).
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3.2 Towards the integration of functionai activities
The strategies of firms for organizing the cross border
production of goods and services involve choices about the 
international location of different activities and the degree of 
integration among the various entities that fall under the 
common governance of the firm. There has been an increase in 
the range of possible strategies and structures as MNEs have 
responded in different ways to the changes in the international 
economic, technological and policy environment. There is a trend 
among MNEs in many industries towards strategies and 
structures that involve closer integration of their functional
activities. Sometimes this led firms to give primary
responsibility for a corporate-wide function to an affiliate 
rather than the parent. In general, there are three different
strategies pursued by firms. The first Is the stand-alone 
strategy which is the establishment of stand-alone affiliates 
that operate largely independently within the host country. As
long as the affiliate is profitable, the parent may exercise very
little control over it. The main link between a parent and its
foreign affiliates is control through ownership, transferring 
technology and the supply of long-term capital (Figure 2). In
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Figure 2. Stand-alone strategy
Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 
1993: Transnational Corporations and Integrated International Production (United Nations 
publication, 1993).
Figure 3. Outsourcing
Parent firm
Technology, 
capital, materials
Affiliate or 
Subcontractor
A d
Home country
Imports
Host country
Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 
1993: Transnational Corporations and Integrated International Production (United Nations 
publication, 1993).
35
general a stand-alone affiliate may be seen as a smaller version 
of the parent firm. The second kind of strategy is the simple 
integration strategy. The main involvement of some MNEs in 
international production is by outsourcing, that is by some 
activities being performed in host countries and linked to work 
done elsewhere, mainly in the home country (Figure 3).
Outsourced international production represents a transfer of 
some value-adding activities to locations other than the home
country and the primary country or countries of final sale. The 
main motive for outsourcing is to exploit the locational
advantages of the host country for a part of a MNE’s value chain. 
The parent MNE controls the outsourced production through 
ownership of the affiliate or through non-equity arrangements 
with local firms, such as subcontracting, which enables an MNE 
to concentrate on certain parts of the value-chain. Firms related 
to the parent firm through subcontracting arrangements often 
can not stand alone, but must be integrated into the parent 
firm’s value chain through the establishment of functional
linkages. Integration of some corporate function is required to 
manage outsourced international production. In recent years 
there has been a substantial increase in outsourced international 
production by the MNEs. The third kind of strategy is the
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complex integration strategy. This is based on a firm’s ability 
to shift production or supply to wherever it is most profitable. 
Any affiliate operating anywhere may perform, either by itself 
or with other affiliates of the parent firm, functions for the 
firm as a whole. Each operation is judged in terms of its 
contribution to the entire value chain. This strategy requires a 
willingness to locate various functional activities (production, 
R&D, finance, accounting etc.) wherever they can be done best to 
fulfil the firm’s overall strategy. Under complex integration, 
there is substantial functional integration among the different 
processes and the different locations, although not every part of 
the value chain will be integrated to the same degree (Figure 4).
Figure 4. Complex Integration
Programme on Transnational Corporations, World Investment Report 
p u b L t ir ^ T g Q a T  Integrated International Production (United Nations
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There has been a substantial increase in MNEs undertaking some 
functions in an integrated manner. For example, a growing 
number of MNEs have been locating a rising portion of their R&D 
activities outside of their home countries. The research by IBM 
on high temperature superconductivity was done in Switzerland. 
Also the automobile MNEs have adopted complex Integration in 
manufacture of components and the assembly of final products. 
As an example, Toyota has a network of parts and component 
producers in four ASIAN countries. Ford and General Motors have 
also established cross-national networks within Europe, building 
on previously stand-alone affiliates which tended to be geared to 
a single country. MNEs are increasingly adopting complex
integration strategies due to major changes in the world
economy advances in infor^nation technology, some cross-
national convergence in demand patterns, intensification of 
competition world-wide. As strategies of MNEs change, their 
organizational structures also change. The traditional structure 
is based on stand-alone structures involving affiliates linked to 
their parent firms by ownership and supply of technology. In this 
situation, the flow of resources and the functional links between 
the parents and affiliates are limited. Decision-making lies 
mainly with the managers of each affiliate. Reporting
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arrangements are hierarchical. The top manager in each affiliate 
is in charge of operations and reports to the head of an 
international division or product division of the parent firm. 
Simple integration strategies lead to more elaborate 
organizational forms. Substantial coordination usually takes 
place between headquarters and foreign affiliates or 
subcontracting firms for some activities. For example, the 
production of parts, requires parts producers to meet the design 
and quality requirements of the assembler, that is the parent 
firm. Alternatively, the affiliate or subcontractor can influence 
the production of the final product, by improving the design of 
the final product. Therefore, there is a two-way process of 
contact and communication, although most-decision making 
authority still lies at the headquarters and there are still 
hierarchical reporting arrangements. By contrast, complex 
strategies usually involve multi-directional linkages and
information flows between parent firms and affiliates, among 
affiliates, or with unrelated firms. In principle, a firm is 
organized so that any activity can be located in an affiliate or in 
an unaffiliated firm. A network emerges by the combination of
intra- and inter-firm structures. This is a structure in which 
the flow of resources, information and reporting arrangements,
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are both hierarchical and lateral. Decision making is 
hierarchical but not necessarily at the parent firm. Considerable 
autonomy can be at the affiliate in coordinating a particular 
function corporation-wide. Increased competitive pressures, 
shorter product cycles and the further opening up of the world 
economy have led MNEs to adopt strategies that involve greater 
integration both across the functions performed by firms and 
across a wider geographical area. The combination of greater 
functional and geographical integration is changing the way that 
MNEs organize the international production of goods and 
services, both within the firm and across separate firms in 
wider organizational networks. An example to this is the Ford 
Motor Company (United States), which is integrating its 
operations in Western Europe, establishing strategic alliances 
and moving towards global strategies. The combination of 
complex strategies and greater integration of activities along 
the value chain describes integrated international production at 
the corporate level (Figure 5). Integrated international 
production involves several activities in the value chain to be 
spread over a wide geographical area. Integrated international 
production may be more advanced for some functions and 
products than for others but there is a potential for every
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Figur· 5. The evolution of corporate etrategiea and structuree towarde 
integrated international production at the firm level
Strategies 4· Structures A
F-UilfitlQn.,
Stand-alone
I
Simple integration
Multl-domeatic
i
t
Integrated International production at the firm level
Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 
1993: Transnational Coqjorations and Integrated International Production (United Nations 
publication, 1993).
function' of an MNE to be carried out that way. With increased 
internal functional specialization, integrated international 
production allows MNEs to take advantage of economies of scale 
and scope. Functional specialization allows MNEs to make better 
choices about where to locate a particular function. By finding 
the lowest cost location that satisfies its requirements, and by 
linking the activity carried out there to the rest of its 
production structure, an MNE can reduce costs and raise the
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efficiency of its operations. To the extent that this is the most 
cost-effective way of organizing production, it becomes a 
benchmark for firms that have not yet seized this opportunity or 
have not yet been driven by competitive pressures to re-organize 
themselves (32).
3.3 The recent technological advances
There are also the technological advances which greatly changed 
the course of the MNE activity in the current period. There are 
two kinds of contemporary innovatory advances. The first are
those which are directed towards aiding the efficiency of 
production. These include a number of core technologies. These 
are multi- instead of uni-purpose in their application and affect 
a wide range of industrial activities such as robotization, a 
range of biotechnological discoveries and the latest generation
of microchip computer-related technologies. These
technologies, unlike their predecessors, are not only labor 
saving, but also economize on capital, raw materials and energy, 
and are more flexible in their use. Also, their efficient use 
frequently requires them to be combined with other technologies 
produced by a different group of firms. For example, 
optoelectronics is a combination of electronics and optics and is
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producing important commercial products such as optical fiber 
communication systems. Another example is the current medical 
advances which often need the technological resources of 
pharmacology, biotechnology, laser technology and genetic 
engineering for them to be successfully commercialized. The 
second kind of innovatory advance is the one which lowers the 
transaction costs of doing business. Current advances in
telematics and information technology are changing the cost and 
feasibility of data transmission and data-intensive services. 
Tapes, films, compact discs, written instructions and
information can be reproduced and then transported over large 
distances at little time and cost. A firm efficiently able to 
acquire, assemble and monitor information over a wide
geographical area has a major new owner specific advantage. 
The successful production and implementation of both of these 
technologies require substantial amounts of human and physical 
capital and regional or global markets to support their
commercialization. Also a sophisticated educational system, 
transportation and telecommunications infrastructure are 
needed (33).
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3.4 The increase in new forms of aiiiances
To be able to acquire and utilize these new resources, MNEs 
started to form strategic alliances with other MNEs from 
different countries. There has been a dramatic escalation in the 
number of strategic cooperative ventures since the mid-1980s. 
Table 2 shows the results of a survey of 4182 strategic 
alliances. From the table, it can be seen that these alliances
were mostly concentrated in biotechnology and in information 
technology, and that the three main reasons for these alliances
Table 2. Distribution of strategic alliances, by sectors and fields of technology, 1980-89.
Number of Main reason for alliances
alliances
High cost 
risks
Lack of 
financial 
reeoufoes
Technology
C om plex
m e n ta r lty
Reduction 
In nova tion  
time span
To share 
basic 
R&O
Market
access/
s tructure
M onitoring
technology
m arket
e n try
B iotechnology 8 4 7 1% 13% 35% 31% 10% 13% 16%
New materiale technology 4 3 0 1% 3% 36% 32% 11% 31% 16%
Information technology 1060 4% 2% 33% 31% 3% 38% 11%
C om puters 1 08 1% 2% 26% 22% 2% 51% 10%
Industrial automation 2 7 8 0% 3% 41% 32% 4% 31% 7%
Microelectronics 3 6 3 3% 3% 33% 33% 3% 52% 0%
S o ftw a re 3 4 4 1% 4% 36% 36% 2% 24% 11%
Telecom m unications 3 6 6 11% 2% 28% 28% 1% 35% 16%
O ther 01 1% 0% 20% 28% 2% 36% 24%
A utom otive 2 0 5 4% 2% 27% 22% 2% 52% 4%
A vtation /defence 2 2 6 36% 1% 34% 20% 0% 13% 8%
Chemicals 4 1 0 7% 1% 16% 13% 1% 51% 8%
Cortsumer electrorttcs 5 8 2% 0% 10% 19% 0% 53% 9%
Food and beverages 4 2 1% 0% 17% 10% 0% 43% 7%
H eavy electrlcA^ower 141 36% 1% 31% 10% 4% 23% 11%
instrum ents/m edical technology 9 5 0% 4% 35% 40% 2% 28% 10%
O ther 0 0 35% 0% 9% 6% 0% 23% 8%
To tal 4 18 2 6N» 4% 31% 28% 9% 32% 11%
Source: MulSnational Enterprises and the Global Economy, John H. Dunning, (Wokingham; 
Addison-W eslay, 1993).
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were to gain access to a market, to exploit complementary 
technologies and to reduce the time taken for innovation. The 
joint ventures and non-equity arrangements of this period are 
very different both in kind and purpose from the ones in the 
postwar period, which were usually made for defensive reasons 
or in reaction to the demand of the host governments (34). These 
different characteristics are shown in more detail in Table 3.
T ttb l· 3. The changing characteristics of joint ventures.
1 9 6 0 S - 7 0 S 1 9 8 0 S - 9 0 S
TransWonii: testing  the w a te r entry strategy; Frequently non-transttlonal or com plem entary to
hybrid ownership form between a non-equiy 
aNIance and full equity participation.
other entry strateg ies.
Secom t-best to other organizational modalHIee.
As a first'best entry starategy.
Integrated wtth a geocentric or global 
MNEs.
strategy of
FreeetarKlIng as part o< a polyoenlrlc or mutt- 
domeetio strategy of MNEs.
Increasingly ur>dertaken by larger MNEs from
Mainly undertaken by medium or sm aler kWEs, 
eepeclaHy from sm aller home countries.
leading capital exporting countries.
Also favoured by firms engaging in strategic asset
Especially favoured by firms engaging In market- 
seeking Of natural resource seeking Investm ent.
seeking Investm ent.
developingSpread throughout both developed and
Especialy favoured by developing countries. countries.
Especiaily prevalent In mature sectors or In those Spread throughout sectors, including technology
producing standard goods. and Information Intensive sectors. In which
economies of scale are prevalent.
Designed primarily to reduce risks of 100%
commftment intended mainly to acquire complementary assets
and capture economies of synergy.
Source: MuWnational Enterprises and the Global Economy, John H. Dunning, (Wokingham: 
Addison-W esley, 1993).
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IBM’s agreements with STET (Italy’s state-owned 
telecommunications company) and Nippon Telegraph and 
Telephone (Japan) to develop computer communications services 
bring together two different technologies, one related to 
information gathering and processing and the other related to 
information transmission. Philips (Netherlands) and Siemens 
(Germany) have formed a research and development alliance to 
develop a new generation of service conductors. Micro Devices 
(United States) and Sony (Japan) have combined each other's 
special skills to develop a new series of memory chips. Tatas 
(Indian high quality leather producing company) and TFR (French 
leather finisher and European marketer) have formed an alliance 
in which Tatas will produce leather goods with the exact color, 
texture and other requirements of large European buyers, and TFR 
will provide the existing marketing network, its name and 
reputation and will inform Tatas of the latest fashion trends 
(35). The escalating cost of technological development, the 
importance of economies of scale and the spread of New 
Protectionism have also necessitated MNEs to participate in the 
three major markets of the world - the United Sates, Western 
Europe and Japan and this in turn compelled acquisition of local 
partners. As a result of this the MNEs ended up invading each
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other's home markets. As an example, United Motor
Manufacturing Company was established in 1983 by General 
Motors and Toyota, two powerful rivals, in order to produce 
subcompact cars in the United states (36).
Another change in the activities of the new MNEs is 
the shortcutting of the product cycle. In the past, production of 
a new product would first take place in an industrialized country 
and then it would move to other advanced countries and finally to 
the developing countries. Beginning with the late 1980s, the 
Initial production of a good or component sometimes takes place 
in the developing country itself then the assembly of the 
finished product can occur In the developed country. This change 
benefits the developing country but is resented by large sections 
of labor in the developed countries (37).
3.5 The changes in the policy framework for MNEs
There has also been several changes in the policy framework for 
MNEs during 1992 which may facilitate the future growth of FDI. 
The most significant changes at the multilateral level, were the 
adaptation of the Guidelines on the Treatment of Foreign Direct 
Investment by the World Bank. Its underlying principle is to 
encourage the admission of foreign investors, and various
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developments in the United Nations, which aim to protect the 
environment. After consultations with interested Governments, 
other international organizations, business groups and 
international law associations, the Guidelines on the Treatment 
of Foreign Direct Investment were submitted to the Development 
Committee of the Boards of Governors of the World Bank in the 
International Monetary Fund on 21 September 1992. This 
Committee decided to bring these guidelines to the attention of 
the members of the World Bank. These are a set of 
recommendations which would be implemented on a voluntary 
basis and which can be applied to all countries. The World Bank 
Guidelines may help to develop an international standard for FDI 
to the extent that they are adopted by individual countries. But, 
they do not clearly deal with standards of corporate conduct 
because it was thought that such standards would be undertaken 
by other organizations such as the United Nations Commission on 
Transnational Corporations (See Appendix A). Further progress 
was achieved on international investment cooperation at the 
United Nations Conference on Environment and Development 
(UNCED), held in Rio de Janeiro in June 1992. The main document 
of the conference. Agenda for the 21st Century, contains many 
recommendations with implications for MNEs. For example.
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Agenda 21 calls on corporations to establish world-wide
policies on sustainable development: to help the transfer of
clean technology to developing countries; to adopt environmental 
standards at least as rigid as those they employ in their home 
countries; and to report annually to their environmental records. 
Not much progress has been made in the United Nations Code of 
Conduct on Transnational Corporations. After the informal
consultations that were held from 21 to 23 July 1992,
delegations concluded that, at present, no agreement was
possible on the draft Code. This brought to a formal end the 
most comprehensive effort to create a global and balanced 
framework for FDI. The arrangements that try to set standards 
and principles for the activities of MNEs tend to concentrate on 
specific issues like environmental protection and banking and 
financial markets supervision. The emphasis is on developing 
preventive measures, mostly by putting requirements on information- 
disclosure and auditing. The attempts that were made to lay 
down standards for the full range of MNE activities have not been 
much successful. Other than a general obligation to act in good 
faith, the overall regulation of MNEs in the host countries is left 
mostly to those countries. In this respect, national FDI regimes 
have continued to be liberalized during 1992 (See Appendix B and
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Appendix C). Indeed, all the 79 new legislative measures adopted 
by 43 countries were in the direction of liberalization (38).
3.6 The effects of the internationalization of financial 
markets
The internationalization of financial markets in the 1980s has 
also had effects on the MNEs. This has come about largely 
through the deregulation of national financial markets and it has 
taken mainly the form of a huge expansion in the securities 
markets. These markets have become the main channel through 
which funds flow from lenders to borrowers whereas in the past 
bank lending dominated international financial transactions. The 
internationalization of financial markets has been beneficial to 
the international economy by improving the mechanisms for the 
allocation of financial resources and by lowering the costs of 
borrowing. But they have also brought growing concerns about 
the vulnerability of economies to disturbances in financial 
markets and about the growth of speculative activity in the 
world. With the closer integration of financial markets, 
countries have lost autonomy to a degree In their domestic 
economic policies. Instability in exchange rates and interest
rates gets worse if the leading countries pursue a discordant
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policy but a coordinated policy can only happen if these countries 
forgo their own domestic policy objectives (39). These 
developments have had a dramatic effect on the MNEs since they 
usually have a balance sheet composed of assets in several 
currencies. The sharp fluctuations in exchange rates and in 
interest rates have usually made it more profitable for firms to 
devote their substantial amount of resources and talents to 
speculate on the direction of change than to nurture productive 
investments that yield long-run results.
3.7 The change in the sectorial composition of FDI
Another major change has been in the sectorial composition of 
FDI. There has been a shift from the primary sector and resource- 
based manufacturing towards services and technology intensive 
manufacturing (Table 4). Although there has been a rapid growth 
in services in the outward and inward FDI of most developed 
countries, their strongest growth has been in the Triad 
countries. In the case of the United States, it has been services 
that is primarily responsible for making that country the largest 
host to FDI. Japan became one of the major home countries 
because of an explosion of investment in financial, trading and 
transportation services, as well as real estate. The emergence
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1993: Transnational Corporations and Integrated International Production (United Nations 
publication, 1993).
of the European Community as a major FDT Triad partner is also 
largely due to the expansion of services within the European 
Community in response to the creation of the single market and 
within the United States owing to the strength of European 
currencies. The growth in services FDI has followed advances in 
information technology (40). The most important sectors were 
finance and trade related services and there is also a growing 
FDI in accounting, advertising, and transportation. This growth
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has mostly been a result of the increasing multinationalization 
of service corporations but some of this increase is also due to 
the fact that industrial MNEs have started to establish an
increasing number of service affiliates abroad. These
investments by industrial MNEs were made mostly to strengthen 
and internalize corporate functions, rather than with the aim of 
diversifying into service sectors. The expansion of service MNEs 
has occurred more recently than the manufacturing MNEs and the 
service MNEs have not been able to be as multinational as the 
manufacturing MNEs and this is partly due to the fact that the 
service MNEs have less owner specific advantages than the 
manufacturing MNEs: for instance, they do not carry much R&D 
which is a major source of this kind of advantage. Another 
reason is that FDI in services are regulated more than that of 
manufacturing but this shows that if there is less regulation 
posed on these firms than there can be more transnationalization 
among them. The developed countries have been liberalizing 
trade and FDI in services and this led to the increased FDI in 
services among them hence increased competition which led to 
new, better and cheaper services. But these moves towards 
liberalization in services have been very cautious. Many large 
service industries such as public utilities, telecommunications.
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certain kinds of transportation or mass media have been left out 
or only partly included in this liberalization process. In some
OECD countries, these sectors have been deregulated or 
privatized but this has not automatically been translated into 
opening up to the service MNEs. But there is still potential for
an increase in the service firms that go multinational (41).
These recent changes in the behavior of the MNEs 
can be seen as part of the transnationalization of economic
activity. The United States’ MNEs expanded their multinational
activities until 1970s but although this expansion has slowed 
down recently, the expansion of MNEs from Japan, Western 
Europe and other countries namely Republic of Korea, Australia 
and Canada, shows that the process of transnationalization has 
not slowed down but only has shifted location. MNEs also 
account for much of the foreign trade of the developed countries 
because trade between MNEs and their affiliates, and between 
affiliates and their subcontractors has increased substantially. 
This is specially the case for the United States but it will also 
become important for Japan because the affiliates of Japanese 
MNEs producing in the developing countries and also in the United 
States, are beginning to export back to Japan. An example to this
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is the Japanese automobile companies exporting cars built in the 
United States to major Asian markets including Japan. While 
there has been a general expansion in the MNEs, some small and 
medium sized MNEs have shown the most rapid growth. These 
include some from the developing countries also. The growth of 
these smaller MNEs can be seen as a process of 
transnationalization since in this way firms with specific 
competitive advantages are successful in exploiting those 
advantages in an international setting.
There are Indications that MNEs have transformed 
from old to new forms of multinationalism. As Robert Gilpin has 
put it, "These developments foretell the end of old
multinationalism. The day is past when corporations of the 
United States and a few other developed countries could operate 
freely in and even dominate the host economies and when foreign 
direct investment meant the ownership and control of wholly 
owned subsidiaries. Instead, a great variety of negotiated 
arrangements have been put in place: cross-licensing of
technology among corporations of different nationalities, joint 
ventures, orderly marketing agreements, secondary sourcing, and 
off-shore production of components. In the developed countries
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General Motors-Toyota alliance is undoubtedly a harbinger of 
things to come. In the developing world the corporations see the 
LDCs less as pliable exporters of raw materials and more as 
expanding local markets and industrial partners or even potential 
rivals” (42). MNEs are also changing their organizational forms 
by integrating their functional activities across borders and if 
more and more international production by the MNEs becomes 
integrated in nature, the it is likely that fundamental changes 
will occur in the structure of the world economy.
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CHAPTER 4
New Multinationaiism And Prospects For
An Integrated Global Economy
4.1 The growing integration of national economies
In the past few decades, an important feature of the world 
economy has been the growing integration of national economies. 
International trade in goods and services grew faster than gross 
domestic product (GDP), links between national financial 
markets strengthened, more people moved across borders, there 
was a rapid expansion in foreign direct investment, and the 
activities of MNEs also expanded. The policy changes by 
governments, especially the opening up of closed economies to 
foreign corporations, the move towards wider and stronger 
trading blocs, the liberalization of restrictions on financial
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flows and the lowering of tariff barriers have fostered the trend
towards integration (43). Markets are becoming more
interdependent and global under the impact of increasing flows 
of trade in goods and services, but more importantly through the 
dynamics of international investment, financial market 
integration and transfer of technology. The main actors in this 
globalization process are the multinational firms, through their 
investments and corporate linkages, which allow them to operate 
on a world-wide basis (44).
4.2 Integrated international production by MNEs
The increase in the importance of international production by the 
MNEs is clear from the rapid growth of foreign direct
investment. The traditional definition of international
production assumes that the foreign and domestic activities of a 
firm are separate which is true for MNEs pursuing stand-alone 
strategies but it is more appropriate to include value-added 
activities in both domestic and foreign locations for MNEs 
pursuing complex integration strategies as defined in Chapter 2. 
In MNEs pursuing complex integration strategies, functional 
activities are performed by the MNE and its foreign affiliates in 
an integrated manner for producing a common final output for
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one or more markets. A MNE’s activities in the home and host 
country are closely interlinked and the entire value chain is 
international under the governance of the MNE. If this definition 
is taken into consideration then the significance of integrated 
international production can be measured by the total of
domestic and foreign assets, production or other variables 
relating to MNE activities. Still, a large portion of international
production takes place through the establishment of stand-alone
affiliates or through simple integration strategies in which the 
production links between national economies are weak. 
Governance is being exercised by the parent firm over its
affiliates, but the number of areas covered is limited. In other 
words, governance is fragmented and the corporate activities are 
not integrated at the behavioral level throughout the value chain. 
But, with the adoption by MNEs of complex integration strategies 
and structures, the links between national economies grow 
stronger. Although simpler forms of international production are 
still widespread, an integrated system is slowly emerging. MNEs 
are trying to exploit their competitive advantages throughout the 
value chain in a wide range of locations because of new
technologies, the growth and convergence of demand, the
increase in the opening up of the world economy to trade and FDI
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and the pressures of competition. Advances in information
technology enable firms to integrate their functions and 
activities and other factors, especially competition, push MNEs 
in the direction of integrated international production (45). 
Integrated international production at the firm level means that 
any affiliate, in any foreign location, performs functions for the 
MNE as a whole or in close interaction with other affiliates. In 
this case, affiliates have a specific task which they carry out 
for the corporate system as a whole. Additions to output from 
functions performed by the affiliates in host countries are 
combined with those from other affiliates and the parent firm 
and as a result final products are created to be assembled in the 
host or home countries, and are for sale in the host country, 
home country or anywhere else in the world (46). This process 
results in high degrees of interdependence between the 
processes located in different countries. Also, It is typical 
that integrated international production is organized across a 
wider geographical area than international production that is 
limited to multi-domestic production or that is based on 
outsourcing of selected activities. This wider geographical area 
may encompass a region or it may be global but it is more likely 
to become global as will be discussed later in this chapter.
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These changes can especially be seen in service functions that 
are tradable over transnational computer-communication 
networks. The production process of services can be split into 
parts that can be relocated elsewhere and also can be organized 
on a real-time network basis by making shifts from one time 
zone to another. This kind of operation can already be seen in 
financial markets in which a 24-hour trading day is obtained by 
moving from east to west. In other industries, there is also a 
move to this kind of operation by individual firms. For example, 
a firm in New York can fax a work that needs to be done to its 
partner in Hong Kong and receive the results the next morning, 
instead of bringing in new shifts of employees to a stationary 
work place. In this way, functions, such as research and 
development and data-processing can be performed on a 
continuing basis by MNEs and their affiliates in different time 
zones (47).
4.3 International economic integration
Complex integration strategies pursued by MNEs are deepening 
the links among national economies and leading the world to a
more integrated international economy. International
integration entails the combination of geographically distinct
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elements into a larger whole. If the economic field is taken into 
consideration, integration can be seen as proceeding at the 
microeconomic or macroeconomic levels. At the microeconomic 
level, integration can be described as a process of enterprise 
expansion through the inclusion of previously distinct activities 
and geographical units in two or more countries under common
governance. Such firm-level integration can involve
complementary activities along the same value-chain (vertical 
integration), parallel activities across different value chains 
(horizontal integration) or expansion in to multiple value chains 
(diversification). The linkages necessary to establish a more 
integrated structure have traditionally been pursued through the 
expansion of ownership relations (mergers and acquisitions or 
“greenfield” investments); however, various non-equity linkages 
(such as strategic alliances) are being used increasingly to
integrate the activities of independent firms. At the
macroeconomic level, economic integration refers to the 
elimination of barriers to the flow of goods, services and 
factors of production between different nation states and the 
corresponding creation of international linkages of varying 
intensity and geographical scope. Such cross-national 
integration can take several forms. The elimination of tariff and
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non-tariff barriers to trade creates a free trade area (or 
customs union) among participating countries which can lead to 
intensified trade linkages. A common market expands the 
potential linkages to include factors of production and some 
degree of policy harmonization. Finally, full economic and 
monetary union implies a more comprehensive harmonization of 
economic policies and requires the establishment of supra­
national institutions to govern the new entity (48). As has been 
argued in the United Nations Report 1993 on transnational 
corporations;
In its widest possible sense, economic 
integration would describe the evolution 
of a global economy. To accommodate 
different experiences with integration, 
it is useful to distinguish between 
“formal” from “real” integration. The 
former refers to legislative 
commitments at the Government level, 
Including to the elimination of barriers 
to the flow of goods and factors of 
production. But what matters is real 
integration - actually increased trade 
and flow of capital, people, technology, 
services etc. This is where integration 
at the macroeconomic level links up with 
integration at the microeconomic level. 
Real integration between countries can 
take place without elaborate 
intergovernmental agreements. One 
example is the United States and Canada; 
already prior to the United States-
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Canada Free Trade Agreement (1989), 
extensive trade and FDI in the automotive 
and other industries had produced 
significant interlinkages across the two 
countries. In this case, international 
integration has been, to a significant 
extent, the product of corporate linkages 
crossing national boundaries at the 
production level. Thus, as integration
moves from shallow trade-based 
linkages to deep international production- 
based linkages under the common 
governance of TNCs, the traditional 
division between integration at the 
corporate and country levels begins to 
break down. Because TNCs are
internalizing activities spanning national 
boundaries, they encroach on areas over 
which sovereignty and responsibilities 
have traditionally been reserved for 
national Governments (49).
In shallow integration, there are simple and 
limited numbers of relationships and international trade results 
from the division of labor between independent producers in
different countries (Figure 6.a). FDI and non-equity
arrangements lead to a deepening of integration between 
countries (Figure 6.b). Links between parent firms and foreign 
affiliates are established through ownership, management, 
transfer of technology and skills, and sharing of profits. Deep 
integration as a result of functionally integrated international 
production by MNEs extends these links to many more areas
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Figure 6. Economic Integration
(a) Shallow integration as a result of trade
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(b) Deep integration as a resuit of internationai 
production by transnational corporations
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(c) Deep integration as a result of functionally 
integrated international production by 
transnational corporations
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Source: UNCTAD. Programme on Transnational Corporations, World Investment Report 
1993: Transnational Corporations and Integrated International Production (United Nations 
publication, 1993).
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along the value chain. In this type of integration, there is a 
dense network of production relationships between parent MNEs 
and their affiliates and also among affiliates (Figure 6.c). This
type of relationship also affects trade since it involves intra­
firm trade in goods and services and intra-firm flows of 
resources (50). A survey by Lecraw of 111 MNEs in six light 
manufacturing industries operating in five Asian countries in 
1978 found that Japanese subsidiaries sent 79% of their exports 
to, and received 84% of their imports from, related units of the 
same organization (51). A recent study by Encarnation has 
shown that more than two-thirds of the exports from Japan to 
the US and about one-half of the imports into Japan from the US 
are within US or Japanese MNEs (52). The nature of governance 
by the MNEs is changing because of the sharing of authority 
within and among MNEs, leading to a shift towards net-work type 
arrangements. This implies a shift from hierarchical linkages 
towards horizontal and vertical linkages. In this case resources 
are flowing both ways between parent firms and their foreign 
affiliates and among affiliates, and between parents or 
affiliates and unrelated firms. This results in stronger linkages 
among countries through increased exchanges of flow of goods, 
services and resources, hence more interaction among national
6 8
economies, with an increasing share of those flows taking place 
within the organizational structures of MNEs (53).
4.4 Intra-firm resource flows
Although little data is available on intra-firm resource flows, 
the available ones show a slow trend towards greater functional
Integration of MNE activities. Data on research-and-
development spending and patent fees shows a growth in the role 
of MNEs in international flows of technology (54). Data is 
fragmentary but it appears that one-third of world trade in 
goods and services (outside the socialist countries) takes place 
on an intra-firm basis. More specifically, in 1989 42% of US
exports and 49% of import of goods and services were 
transactions between US firms and their foreign affiliates and 
parents. In 1984, around 29% of UK manufacturing exports and 
50.6% of imports were between UK MNEs and their foreign 
affiliates. The corresponding proportions for Swedish firms in 
1975 were 29% and 25%, for Japanese firms in 1983, they were 
30.6% and 18.4% (all exports and imports). In 1988, 51% of the 
exports of Japanese manufacturing affiliates were to their 
parent companies or sister affiliates. Further data on intra-firm 
exports between the parent companies of 172 of the world’s
69
largest industrial firms and their foreign affiliates, based on a 
survey conducted in 1985, reveal that around the average of 
34.0%, the percentage of intra-firm exports ranged from 71.9% 
for office equipment and computers, to 60.5% in the auto 
industry, to 1.7% for paper and wood products, and 7.9% for 
textiles, apparel, leather goods and wood products. The 
propensity to engage in such trade was positively related to the 
degree of a firm’s multinationality (55). Also, the statistics on 
the intra-firm trade of United States MNEs show an increase in 
cross-border integration. The share of intra-firm transactions 
in foreign sales rose between 1977 and 1989 In manufacturing 
sector (Table 5). The growth was mostly in transportation 
equipment which consists mostly of motor vehicles. Intra-firm 
trade in services increased between 1977 and 1982 and did not 
change afterwards. This is mainly due to the fact that many 
services are non-tradable. From Table 5, it can be seen that 
there is a trend of a growing share of intra-firm transactions 
except for petroleum which was subject to changes in ownership 
and distribution methods in the period from 1977 to 1982 (56).
The growth in the share of intra-firm trade was 
mostly seen in the Western Hemisphere. This growth especially
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Table 5. Integration index· tor United States non-bank 
transnational corporations, by sector and host region,
1977, 1982 and 1989
(Percentage share)
Sector/cowitry 1977 1982 1989
Total 32 24 29
Total, excluding petroleum 25 28 32
Stetor
Primary 42 18 15
Manufactoring 30 32 36
Transportadoa equipment 45 52 55
Services 8 14 14
RifUm
Latin America and the Caribbean 29 26 35
Mexico 20 27 67
Asia and the Pacific 51 35 43
Developed countries 23 22 27
Canada 42 31 38
European Community^ 24 22 26
a Tho integration index is calculated as the value of intra-firm international trade 
as a share of the value of all sales by the majority-owned foreign affiliates of United 
States-based TNCs.
b Includes 9 member countries for 1977, 10 member countries for 1982 and 12 
member countries for 1989.
Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 
1993: Transnational Corporations and Integrated International Production (United Nations 
publication, 1993).
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can be seen in Mexico which is an indication that regional 
integration was increasing even before the start of the 
negotiations of the North American Free Trade Agreement. The 
links between the United States and Mexico, especially
concerning the automotive industry can be given as an example of 
deep integration through cross-border production by MNEs. There 
has been a steady increase in manufactured exports from Mexico 
since the mid-1980s. The transport equipment exports with 
automobiles and auto parts accounting for nearly 50% of the 
total were the main force. They represented 24% of total
manufactured exports from Mexico in 1985 and 31% in 1990. 
United States automobile MNEs started investing in large 
amounts in Mexico in 1982. Prior to 1982, the United States
MNEs were producing for the home market in Mexico. In 1982, 
their new plants were equipped with highly productive and 
capital-intensive technology and they were geared strongly to 
exports. By 1987, exports were 48 per cent of the total sales in 
the case of General Motors, 68 per cent in the case of Ford and 
82 per cent in the case of Chrysler. The majority of these 
exports were intra-firm exports. 100 per cent of Ford’s exports 
were intra-firm, and for General Motors and Chrysler this 
figure was 80 per cent. These figures demonstrate the
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significance of intra-firm trade and its possible positive impact 
in global integration.
It has to be noted that data on intra-firm trade
capture only part of the integration occurring within MNE
networks. This is due to the fact that this kind of data only
measure visible flows between parent MNEs and their foreign 
affiliates and among affiliates controlled by the same parent. 
The trade that takes place between parent firms or their
affiliates and enterprises linked through non-equity
arrangements is not measured properly, even though it is also an 
indicator of the integration of international production. As 
discussed in Chapter 2, there has been a growth in non-equity 
arrangements and they are an integral part of MNE production 
strategies. Also, the trade data do not capture many resource 
flows which include a significant service component. Examples 
to this are, the exchange of managerial, legal and accounting 
services between parent firms and their affiliates and also 
among affiliates (57).
Traditionally, the patterns of international 
economic integration were determined largely by the patterns of 
trade. An additional factor of integration is the integrated
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international production by MNEs and its structure is shaped by 
the pattern of FDI. The combination of the two reinforces and 
also alters the pattern of international economic linkages (58).
4.5 The geographic structure of integrated
internationai production
Although all countries participate in foreign direct investment, 
there is a tendency for FDI to be concentrated and there is a 
tendency for clustering. Such clustering has two reasons. The 
first is that, in their initial venturing outside their national 
boundaries firms usually prefer to invest in neighboring
territories or in those with which they have the closest
economic, political, language and cultural ties. For example, in
1987, 75.7% of Canadian investment was elsewhere in the
American continent, while 50.3% of Indian investment was
elsewhere in Asia. Spanish and Italian MNEs have a high 
propensity to invest in Latin America than do other European 
MNEs, while there is some concentration of UK, French, Dutch and 
Indonesian FDI in their ex-African and Asian colonies.
Scandinavian countries are more prone to invest in each other’s 
territories than are other European or US MNEs. Most of the Latin 
American and Asian foreign direct investments are made
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elsewhere in the region. US MNEs have a much stronger 
propensity to invest in Mexico and Brazil than do their European 
or Japanese counter-parts. The second reason for clustering is 
associated with established MNEs operating in global industries. 
They may perceive that it is in their economic or strategic 
interests to own or control production facilities in each of the 
main markets of the world. The concentration of FDI among the 
members of the Triad (US, the EC and Japan) has increased 
noticeably in the past decade and the great majority of the 
acquisitions and mergers since 1980 have been between firms 
within the Triad (59).
There has also been a clustering of host economies 
around each Triad member and this has become more pronounced 
in the mid-1980s. There has been an emerging strategy of MNEs 
to build regional core networks with their foreign affiliates 
centered on their home countries hence this pattern was 
consistent with these strategies. In the early 1990s, the United 
States had become the dominant investor in most Latin American 
countries, and also in a few Asian and Pacific countries. The 
European Community has become the dominant investor in an 
increased number of countries in Central and Eastern Europe and
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also in several countries in other regions. Japan has the most 
FDI in Republic of Korea and it accounts tor the majority of new 
investments in Fiji, Singapore, Taiwan Province of China and 
Thailand (Figure 7). If the recent data on outward FDI from ten 
major home countries is analyzed (since these countries 
accounted for 88% of world-wide FDI in 1990s) a distinct 
pattern of FDI can be seen. They show considerable regional 
concentration in outward FDI (Table 6). Another way and also a 
better way to assess the regional concentration of FDI is to 
compare the share of FDI in regional host countries with the 
share of those countries in FDI world-wide. Most of the ten 
countries that have been analyzed have shares of FDI (directed to 
host countries within their own respective region) higher than 
that of their FDI in the world as a whole. This can be seen by 
analyzing the FDI intensities which is based on gravity 
coefficient (Table 7). “The intensity ratio for FDI indicates how 
important a given country or region is with respect to FDI from a 
given home country or region, as compared to how important it is 
with respect to all global investment.’ In Table 7, the share of 
United States’ foreign direct investment in North America is two 
times greater than North America’s share in world-wide FDI. 
This indicates that North America is more important as a
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Figure 7. Foreign-direct-investment clusters of 
members, 1990
(Economies in which a Triad member dominates
Triad
Ctntnl and EasUm Europa Africa and West Asia
USSR·* Ghaiu*
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Hungaw**
Poland*“
Morocco*“
Nigeria“
Slovania “ Tünisia*
Yugoslavia *“ Zambia*
Jordan“
Latin Anuriea Asia and the Pacifie
Brazil*“ Bangladesh
Paraguay*“ India“
Uruguay*“ Sri Lanka“
Asia and tiu Paeifle
Hong Kong *
Malaysia*
Rqniblic of Korea 
Singapore*
Sri Luika*
Taiwan Province of Giina * 
Thailand*
Hji*
Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 
1993: Transnational Corporations and Integrated International Production (United Nations 
publication, 1993).
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Table 6. Shares of outward foreign-direct-investment 
stocks of 10 major investor countries 
by host region, 1990
(Percentage)
Country&egion
Host region
North
America
Latin
America Europe Africa West Asia South Asia EastAsia^ WorU^
North America 24 16 44 1 1 0 14 100
Canada 61 10 21 0 0 0 7 100
United States 17 18 48 1 1 0 15 .100
Europe 34 6 49 2 1 1 8 100
France 33 3 59 1 2 0 2 100
Germany 28 6 59 2 0 0 5 100
Italy 11 12 69 1 4 0 3 100
Netherlands 29 6 53 1 0 4 7 100
Sweden 20 3 77 0 0 0 0 100
United Kingdom 47 7 27 4 0 0 15 100
East Asia 42 13 21 2 1 0 22 100
Australia 23 8 39 0 0 0 29 100
Japan 44 13 19 2 1 0 21 100
10<oumtry total 32 11 41 2 1 13 lOO
a Including, also, South-East Asia and the Pasific. 
b Including the 10 countries shown only.
Source: UNCTAD, Programme on Transnational Corporations. World Investment Report 
1993: Transnational Corporations and Integrated International Production (United Nations 
publication, 1993).
recipient of United States’ foreign direct investment than as a 
recipient of FDI in total. As can be seen from Table 7, each home 
country’s or region’s most intense outward FDI links are with 
countries in their own or proximate geographic regions, and in
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Table 7. Intensitiy ratios* for foreign direct 
Investment of 10 major Investor 
countries, by host region, 1990
Investor country/region
Host region
North
America
Latin
America Europe Africa West Asia South Asia EastAsia^
North America 103 U 2 as4 0.49 085 032 080
Canada 123 aso a49 013 0.14 030 053
United States 1.99 1.15 a ss 053 094 032 084
Europe Ü97 0J3 u o 1.13 0.80 1.7J 055
France I.OO 0.23 U 6 033 155 OOO 014
Germany Ü82 0J2 ÍJ5 1.00 016 046 038
Italy а зз 1.04 1.76 066 4.11 OOO 026
Netherlands 0.86 0.54 1.42 054 OOO 7.97 048
Sweden 0.61 0.31 1.90 OOO 0.00 OOO OOO
United Kingdom 1Л2 056 ат9 111 031 072 14)1
EastAsia 1J8 1.09 050 1.11 1.13 028 W5
Australia 0.70 аб8 Ü93 017 OOO OOO 3.06
Japan 1Л4 1.13 046 1.20 1.23 031 1.94
a Intensity ratio: share of host region in outward investment stock of a given 
country, divided by share of host region in world-wide FDI stock, excluding FDI 
stock in the investor country, 
b Including South-East Asia and the Pacific.
Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 
1993: Transrtetiona! Corporations and Integrated International Production (United Nations 
publication, 1993).
regions with which they have dose historical ties. Europe’s 
FDI intensities are highest for Europe and Africa; North
America’s intensities are highest for North America and Latin 
America; and East Asia’s intensities (including Japan and
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Australia) are highest for East and South-East Asia and the
Pacific (60).
Since FDI and trade are closely linked to each
other, the geographical pattern of FDI should also be compared to 
the pattern of trade linkages. Sometimes foreign direct 
Investment comes before trade , sometimes it comes after trade, 
sometimes they are substitutes to each other and sometimes 
they compliment each other. Hence, it is important to know for 
their integrating impact, if the two work in the same direction 
or not. For instance, when a host country was linked to one or 
more Triad countries in 1988 in terms of inward foreign direct 
Investment, the relevant home Triad member was also one of the 
main trading partners of the host country. If the same ten 
countries considered before are analyzed, it can be seen that 
trade is more regionally concentrated than FDI. This can be seen 
when Table 6 is compared to Table 8 or when Table 7 is 
compared to Table 9. The difference between a region’s 
intensities for its region and outside of its region tends to be 
greater in the case of trade than foreign direct investment. 
Also, in the case of close interregional relationships, trade 
intensities tend to be greater than investment ones and in the
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Table 8. Sharee of two-way trade (exports plus
Imports) of 10 major Investor countries, by 
partner region, 1990
(Percentage)
Parmer repon
Cotmiry/re^wn
North
America
Latin
America Europe Africa West Asia South Asia EastAsia^ World^
NartkAmerka 30 11 23 3 4 1 30 . 100
Guudt 70 3 12 1 1 0 12 100
United States 19 13 23 3 4 1 33 100
Europe 9 2 72 4 3 1 9 100
France 8 3 71 6 3 1 8 100
Germany 8 2 74 3 3 1 10 100
Italy 7 2 73 6 4 1 7 100
Netherlands 6 2 76 2 3 0 3 100
Sweden 10 2 76 1 2 1 9 100
United Kingdom 14 2 64 3 4 1 11 100
East Asia 29 3 21 2 7 1 33 100
Australia 20 1 22 1 4 1 49 100
Jafwi 31 4 21 2 8 1 33 100
llkooumtry total 18 3 31 3 4 1 19 100
a Including, also. South-East Asia and tho Pacifla 
b Including the 10 countries shown only.
Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 
1993: Transnetlonsl Corporetions end Integrsted Intemationel Production (United Nations 
publication, 1993).
case of .distant interregional relationships, foreign direct 
investment intensities tend to be associated with smaller 
intensities than trade intensities. Despite the fact that both 
trade and foreign direct investment tend to be regionally 
concentrated, foreign direct investment tends to depend less on 
regional factors than trade. The ties of FDI are less dependent
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Table 9. Intensity ratios· for two-way trade (exports 
plus Imports) of 10 major Investor countries 
by partner country/reglon
Partner region
Country/region
North
America
Latin
America Europe Africa West Asia South Asia EastAsia^
North America 4J3 3.03 0J7 a92 133 0.76 130
Canada 4.90 a?8 0.23 0i33 0J8 031 0l34
United Stales 4.43 3.64 a4i 1.07 U 9 0.99 1J8
Europe 0.46 0.63 1.49 1J7 1.43 0.65 031
PrdDCC 0.42 0.76 1.46 137 1.40 0S3 033
Gennany 0.39 0.6* 1.60 1.06 1.20 038 0.40
Italy 0.40 0.71 1J2 161 1.83 036 030
Netherlands 0J3 (X32 U l 1.00 1.44 0J6 03*
Sweden 0J4 0J9 1.48 a46 0.96 0.34 0.40
United Kingdom a?3 OJl U1 1.21 1.68 1.16 0.49
East Asia 1.54 0.99 0J8 0.68 3J1 1.16 127
Australia 1.13 0.37 0.42 0.42 1.76 1J4 136
Japan 1.60 1.08 039 a72 3M 1.13 123
a Intensity ratio: share of partner region in total trade of a given country, dividod 
by share of partner region in world-wide trade excluding trade with the given 
country.
b Including, also, South-East and the Pacific.
Source: UNCTAD. Programme on Transnational Corporations, World Investment Report 
1993: Transnational Corporations and Integrated International Production (United Nations 
publication, 1993).
on the investor’s home region than in the case of trade hence FDI 
seems to be better at spanning different regional blocs than 
trade. One reason for this may be that firms tend to prefer FDI 
when obstacles to trade are high. For instance, the firm may
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face high transportation costs due to distance or may face 
discriminatory protection because a country offers preferential 
treatment within its trading bloc (61).
If more and more international production by the 
MNEs becomes integrated in nature, then it is likely that 
fundamental changes will occur in the structure of the world 
economy. Economic interrelationships between countries will 
multiply and various production activities will fall under the 
governance of one MNE or another. Especially intra-firm trade
and also transfers of resources and trade will increase. MNEs 
organize complex integrated production according to regional 
lines and they put their functionally integrated affiliates in 
several host countries within a single region. Finally assembly 
of the goods takes place in the region and this region may be the 
main market for the product. But then MNEs integrate across 
regions as well. If there is an increase in the intra-firm trade,
international trade will also be more widely dispersed and will 
help cross-regional or global integration since intra-firm trade 
in functionally integrated international production, based on the 
profitability of the whole value chain, widens the geographic 
scope of trade, when compared to trade that takes place in close
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distances and is based on the profitability of each separate 
transaction. In this way, trade as well as FDI will be less 
regionally oriented. Therefore, an evolution of international 
production towards integrated international production will lead 
the global economy towards a new structure with deeper, closer 
and more complex economic interrelationships among countries.
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5. Conclusion
The evolution and growth of MNEs reflect the way 
in which changes in the structure and organization of the world’s 
resources and capabilities encroach on the cross-border 
production and transaction strategies of firms. The discovery of 
new territories, increase in population, advances in production 
and information technology, advances in organizational 
techniques and the response of governments have been the main 
determinants in the evolution of the MNEs. Firms have responded 
to these developments by changing the extent, form and 
geography of their value-added activities.
In the past few decades, an important feature of 
the world has been the growing integration of national 
economies. Global economic integration can be defined as a 
state of affairs in which there is free movement of products, 
capital and labor, thus establishing a single unified market for 
all goods and services, including the services of people, and that
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there is complete non-discrimination, with the result that, 
economically speaking, there are no foreigners and in each 
country people or enterprises from outside the area are treated 
in their capacity as economic agents in precisely the same way 
as people or enterprises that are viewed as belonging to it. This 
entails increased trade and flow of capital, people , technology, 
services, etc. between national economies. In the past few 
decades, links between national financial markets strengthened, 
more people moved across borders, there was a rapid expansion 
in FDI, and the activities of MNEs also expanded. The policy 
changes by governments, especially the opening up of closed 
economies to foreign corporations, the move towards wider and 
stronger trading blocs, the liberalization of restrictions on 
financial- flows and the lowering of tariff barriers have fostered 
the trend towards integration. Markets are becoming more 
interdependent and global under the impact of increasing flows 
of trade in goods and services, but more importantly through the 
dynamics of international investment, financial market 
integration and transfer of technology. The main actors in this 
globalization process are the multinational firms, through their 
investments and corporate linkages, which allow them to operate 
on a world-wide basis.
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With the adoption of new strategies and structures 
by the MNEs, the nature of international production also changed. 
More and more MNEs started adopting complex integration 
strategies. Even though a good deal of international production
still takes place through the establishment of stand-alone 
affiliates or through simple integration strategies, there is a 
slow trend towards greater functional Integration of MNE 
activities. If this growth continues, the links between countries 
will also increase and grow stronger and integrated 
international production will increasingly shape the nature of 
economic life at the global level and will lead the world towards 
a more integrated global economy.
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Appendix A
The World Bank Guidelines on the Treatment of 
Foreign Direct investment
The Guidelines provide a voluntary framework for the treatment of FDL They cover the admission of FDL general standards 
of treatment, transfer of capital and revenues, expropriation and compensation and settlement of disputes between host countries 
and investon. Overall, they are a synthesis of the existing instruments and the 'Ixn  practices’* that tend to sdroulate FDL
The Guidelines contain prescriptions to governments of host countries on how they should treat private foreign investors; 
they do not deal with the obligations of foreign investors, except in very general ways. Guideline 1 says that the framework applies 
to existing and new investments **which are established and operating in good faith and in full conformity with the laws and 
regulations of the host State**.
Guideline 11 states that States are encouraged to admit foreign investors, while recognizing the possibility of some exceptions 
and emphasizing the importance of providing information to investors about investment conditions. States are also advised to avoid 
complicated procedural régulations or conditions on admission. Yet their right to regulate is preserved, espedaily when this is 
required by public order.
Guideline 111 endorses the general standards of fair and equitable treatment, and national and non-dlscriminatory treatment. 
These standards should be applied, in principle, to ail activities of a foreign investor alter admission or establishment. They apply 
to ail States without prejudice to the provisions of applicable tntemadooal instrumenu and to firmly established rules of customary 
international law. In addition, this Guideline elaborates on several specific aspects of FDl treatment that are particalarly important: 
timely issuance of authorizations; flexibility in relation to employment policy; fadlitatioo of transfer of funds and repatiiatioo of 
the investment; prevention and control of corrupt practices and promotion of accountability and transparency in FDl operations; 
""best practices’* in relation to fiscal incentives; and **best practices’* by home countries on the facilitation and pronaotion of FDl to 
developing countries.
The provisions on expropriation (Guideline IV) are fairly detailed. Expropriation includes indirect or **creeping’* expropria* 
tion. in the light of practice, this Guideline recognizes the right of a State to expropriate, but only if this is done in accordance with 
applicable legal procedures, in the pursuance in good faith of a public purpose, without discrimination on the basis of nationality 
and against the payment of appropriate compensation. The Guideline recommends the use of detailed and practical compensation 
formulae, adaptable to each case, and drawing mainly from international arbitration awards. Compensation should generally be 
deemed prompt, adequate and effective; the meaning of each of these terms is described in considerable detaiL However, investors 
may be entitled to lesser (or no) compensation if they breach the law of the host State; arxl the Guideline also recognizes that, in the 
case of comprehensive non-dfscriminatory nationalizations effected in the process of large scale social reforms under exceptional 
drcutnstances of revolution, war and similar exigencies, compensation may be determined by inter-State oegodations or by 
international arbitration.
Guideline V deals with the settlement of disputes between the host States and foreign investors. It provides that these disputes 
be settled through negotiations between them and, failing this, through national courts or through other agreed mechaaisms including 
conciliation and binding international arbitration. It stresses the independence of the arbitration procedure, which means basically 
that the majority of the arbitrators should not be appointed by one party. The Guidelines encourage the use of ICSID mechanisms 
in case of agreement on independent aibitratioa
Source: UNCTAD. Programme on Transnational Corporations, World Investment Report 
1993: Transnational Corporations and Integrated International Production (United Nations 
publication, 1993).
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Main Changes in investment regimes in 1992
Appendix B
Type o f measure
Regum/Country
O peraikm ai
coñditkm e
Foreign
aum ersbipf
se a o fo i
rtsm ctk m s
A pproval
procedures Incentives Guarxsnsets Comtrois
M ort
Obérai
L ess
Obérai
M o rt
lib éra i
L eu
liberai
M ore
Obérai
L eu
Obérai
More
Obérai
L eu
liberal
M ore
Obérai
L eu
Oberal
M ore
Oberal
L eu
Oberal
Africa
Bonnufi X
E gypt X X X X X
EthiofM X X X X
Milawi X X X X X
Morocco X X
Tunisia X
Alla
Qiiiia X X
Defliocniic PDOple’t Republic of Korea X X X X
India X X X X X
X
Malaysia X X
Republic of Korea X X' X X
VktNam X X X X
Central and Eastern Europe
Albania X X X
Azerbaijan X X X X
Belanis X X
Bulgaria X X
Kazakhstan X
X X X
Republic of Moldova X X
Romania X
Russian Pederatioo X X X
TigOdstan X X X X
Turkmenistan X
Ukraine X X X X X X
Uzbekistan X X X
Latin America and the Caribbean
Argentina X
Cuba X
Guatemala X X
Honduras X X X X
Mexico X X X X
Nicaragua X X
Paraguay X X
Peru X X
Sao Tome and Principe X X X
Venezuela X X X X X
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(Appendix B, cont’d)
Typ€ o f  m easure
Foreign
ow nership/
O perational sectoral A pproval
conditions restriakm s procedures incentives Guarantees Controls
M ore Less M ore Less M ore Less M ore Less M ore Less M ore Less
R tgion/C ouniry libera l liberal liberal liberal liberal liberal liberal liberal liberal liberal liberal liberal
West Aj U
Irifl« Islamic Republic of X X X
United Arab Emirates X X
Developed countries
Australia
Canada X
X
Finland X X
ISance
Japan X
X
Sweden X X
Source: UNCTAD. Programme on Transnational Corporations, World Investment Report 
1993: Transnational Corporations and Integrated International Production (United Nations 
publication, 1993).
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Changes in Main Nationai Legisiation to Foreign Direct
Investment in 1992«
Appenç/ix C
Country Ldxw/Reguiation Content
Africa
Burumdl Law Na 1/30 on the Creadon 
of a Free Zone in Bunindi, of 
31 August 1992
Creates a free-zone regime for export-oriented enterprises covering 
the entire territory of Burundi and open to local investment and 
FDb prescribes procedures for obtaining free enterprise status: 
foreign investors may create such companies or purchase their 
shares: establishes fiscal advantages, including a 10-year tax 
holiday, exemption from taxes on dividends and from customs 
duties; allows free transfer of income and repatriation of capital; 
permits approved free enterprises to hold accounts in foreign 
currency without foreign exchange controls and to export without 
a license; labour legislation is flexible.
Congo Investment Code, of Much 
1992
Lifts most previous criteria to benefit from legal advantages it 
creates. Nationality of firms no longer a determiiiant to take part in 
pri viledged customs duty rates. Creates new tax breaks to promote 
investment in general aiKl special tax incentives to firms operating 
in certain areas. Mandates the national investment commission to 
improve investment climate.
Egypt Amendments to the Execudve Regulations issued under 
Investment Law No. 230, 
issued by General Authority 
for Investment and Free 
Zones, of April 1992
Includes permission for foreign bank subsidiaries to operate in local 
currency; branch banks still limited to foreign currency 
transactions.
Decree issued by General 
Authority for Investment and 
Free Zones, of April 1992
Pürther streamlines investment procedures applying to FDI; also, 
permits TNCs to form joint stock bolding companies; allows 
repatriation of capital gains without prior approval of Investment 
Authority; opens new activities to FDI, including sea and air 
transport as well as water and wastewater consulting services; 
reduces requirement of distribution of profits to employees.
Banking Law No. 37/1992, of 
1 June 1992
Creates eight new investment zones open to both domestic 
companies and TNCs, two of which are free zones where 
companies are completely tax-exempt; in other zones, projects are 
exempt from taxes for 10 yean from the commencement date of 
their activities.
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(Appendix C, cont’d.)
Camay Law/Re^ uUuion Content
Africa (cont*<L)
Eihiofrim Prodamarion Na 15/1992 to 
Provide for the 
Encouragement, Expaaiion 
and Coordination of 
Investment, of 25 May 1992.
Aims at encouragement of FDI by opening some ateas to private 
investment, while reserving some spheres to theOoveniment and 
other spheres to Ethiopian investors; requires minimum FDI of 
S500,000 with 25 per cent in cash dept^tt and registration of 
imported capital foreign investors; establishes investment 
incentives in qualified areas, including pattial exemption on 
custom duties and tax holidays for new investments and expansion 
of established ones; precludes nationalization except upon payment 
of adequate compensation; allows establishment of foreign 
currency accounts by investors canting foreign currency; allows 
remittances of dividends and payments and repatriation of capital 
in approved cunency at prevailing rates; guarantees access to land 
use and water establishes procedures for approval of investment 
applications and registration: requires registration of imported 
capital and approval of technology agreements.
Gkama Amendment of the Investment 
Code of 1985, effective 
September 1992.
Removes previous restrictions to FDI, including requirement of 
Ghanaian participation in enterprises unless these woe not foretgn· 
exchange earners; reduction of ntimmum FDI equity partidpatioo 
for joint ventures and for wholly-owned foreign enterprises; 
reduces number of sectors closed to FDI from 24 to 2. Offers 
favoured treatment to investors in agriculture, manufacturing, 
tourism and construction.
Maiawi Investment Promotion Act, 
Act No. 28 of 1991. assented 
to by the President on 24 
January 1992, effective 16 
March 199Z
Establishes the Malawi Investment Promotion Agency, to 
encourage and facilitate both local investment and FDI, giving 
priority to certain sectors; permits FDI, with no ownership 
restrictions; replaces irxhistriai licenses with simple registration; 
plans assistance to develop industrial sites; states commitment to 
availability of foreign exchange, local financing and land; provides 
for tax and import duty incentives for export-oriented investments; 
sutes assurance of investment protection and access to 
international arbitration.
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Country Law/Repdaäon Content
AiHai(coot'<t)
Morocco Offshore Financial Centres 
Law, Law No. 5Ä-90, Dahir 
Na 1-91-131, of 26 Febroary 
199Z
Authorises creadoa of offshore financial centre in Tangier, where 
non-resident banks are permitted to offer services to non-residents 
and to offer loans in convertible currency, without being subject to 
Moroccan banking laws; requires authorisation by the Hnance 
Minister; offers incentives for banks including exemptions from 
certain fees and charges for 15-year period, as well as corporation 
taxrateofosiiy 10 percent; even more liberal rales apply to offshore 
bank-holding companies.
Tunisia Law 92-81, of 3Aug;ust 1991 Authorises creation of free zones within which companies, 
including TNCs, which export 100 per cent of their production 
benefit from a wide range of incentives, including tax relief; 
services, infrastructure and access to customs facilities.
Ääm
China Measures to Control and Tax Exemption for Import and 
Export Goods of Foreign 
Enterprises, issued on 22 
August 1991 effective since 7 
September 1991
Allows qindified enterprises with foreign investment to set up 
bonded warehouses and bonded factories; establishes customs 
clearance procedures; allows tax and customs reductions and 
exemptions for fmeign enterprises or Sino-foreign joint ventures, 
subject to time limits on pr^erential tax treatment for imported 
go<^
Interim Provisions on the 
Establishment of Foreign Law 
Firms in China, issued jointly 
by Ministry of Justice and 
State Administration for 
Industry and Commerce, 
effective July 1991
Allows foreign law firms to establish offices in Qtina; requires 
approval from Ministry of Justice and registration with the State 
Administration for Industry and Commerce; establishes operating 
guidelines for foreign law firms.
Decision of the State Council 
of Chin^ of March 1991
Approves the use of foreign capital to develop Hainan’s Yangpu 
Economic Development Zone.
Decision of State Council of 
China, of December 1991
Permits five dtics and five special economic zones to each ran one 
or two Sino-foreign joint venture commercial retail enterprises; 
scope of business limited to general merchandise and import and 
export of commodities, but not permitted to engage in wholesale 
business or act as agent for import or export
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Country LiT /^Reguiaaon Content
Asia (cool’d.)
Dmocratie p9opU*s 
Rqmèüe of Korea
Decision No. 17, Foreign 
Investment Law, of 5 October 
199Z
Establishes general principles and rules for foreign*fiinded 
entetpriset; TNOpennitted to establish whony*ownedenteq)rises 
or contractual joint veotuies withia the h:ee economic and trade 
zone; offers incentives for companies located in these zones, 
including low tax rates and tax ooncessioos during first five yean 
of operation for companies in high-technology ixKiustries, resource 
deveiopment and infrastructure construction; allows partial profit 
remission: includes guarantee of cenain legal rights and interests; 
pronuses compensation in case of unavoidable expropriation; 
allows lease of land for up to 50 yean in the zones and exemption 
from tariffs on imported goods.
Decision No. 18, Contractual 
Venture Law, of 5 October 
199Z
Establishes framework for joint ventures between local investon 
and TNCs, with management assumed by host partner sets out 
application, approval and registration procedures; establishes 
significant controls, including requirement of approval for transfer 
of rights, employment of third country teduddans and import or 
export activities; granu some investor protection, notably 
requirement of dispute settlement tfatough couit or arbitration 
agency of the Democratic People's Republic of Korea; provides 
for wind-up of venture by AdmiWrative (3oondl in case one party 
fails to perform.
-
Decision No. 19, Law on 
Foreign Enterprises, of 5 
Oaober 1992.
Allows TNCs to establish and manage their own wholly-owned 
enterprises, but only within the free economic and trade zone and 
only in certain sectors; sets out registranoo procedures; imposes 
significant controls on business activities, induding requirement 
of submission of production, export aid import plans to state 
authorities aid purchase of locd goods and services; allows 
remission of profits sulqect to exchange control laws; protects 
capital and income.
India Exemptions under Foreign 
Exchange Regulation Act, of 
January 1992.
Removes restrictions on domestic borrowing, trading, acquisition 
aid transfer of immovable property, intercorporate borrowing, 
acceptance of fixed deposits and establishment of branch offices, 
with aim of putting FERA companies (with over 40 per cent foreign 
equity) on a par with Indian companies aid newly approved 51 per 
cent foreign equity firms.
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Country Lau/Reguiatiim Content
Atám (contad.)
I»dBñ (contad.) Atnendment to Executive 
Reguiadont, of March 1992.
The coodidoo that repatriadon of dividends be balanced by export 
eanungs earlier imposed on all FDI now applies only to 22 
industries.
Ministry of Industry 
Amendment to Executive 
Regulations, of April 1992.
Allows foieign ownenhtp of up to 51 per cent in electronic 
sottware.
Presidendai Ordinance Na 9, 
of May 1992, repealing 
Capital Issue (Control) Act, 
1947.
Indian companies, subject to disclosure and investor protecdoo 
guidelines issued by the Securides and Exchange Board of India, 
ate free to make (^lic  issues of capital, with or without any 
premium hereafter.
Ministry of Industry 
amendment to Executive 
Reguladon, of May 199Z
Removes prohibidoa on use of foieign brand namesArade maria 
by industry both for domestic sales and forexpoits.
Ministry of Finance 
Guidelines oo Investment by 
Foreign Institutional 
Investors, of September 1992.
Opens up India’s capital market to foieign insdtudooal investors 
with no limit on investment; no lock-in period; 20 per cent tax on 
long term capital gains (for one year), 5 percent holding limit by 
single investment insdtndon and 24 per cent overall pextiolio . 
bolding in single company.
Imdomnia Presidential Decree No. 17 of 
1992 on Share Ownership 
Requirements in Foreign 
Investment Companies, 
cfTecdve 16 April 1992.
Lengthens period during which companies may be majority 
foreign-owned; permits 100 per cent foreign equity ownership of 
certain investments and, subject to partial fade-out requirements, 
these investments may remain majority-owned; foreign investors 
may also make smaller inidal investmenu than previously 
permitted in certain types of businesses, subject to parthd fade-out 
requirements.
Presidential Decree No. 
32/1992 concerning the list of 
Sectors that are closed to 
Capital.Investment, of 6 July 
1992, revoking Presidendai 
Decree No. 23 of 1991.
Lists 51 secton closed to FDI and domesde capital investment and 
37 secton reserved for small-scale industry.
Presidential Decree No. 
33/1992 concerning the 
procedure for capital 
investment
Establishes detailed procedures for domestic and foreign 
investmenL
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Country Law/Reguladon Coaunt
Asia (coni’d.)
IndomMsia (eomt^ tL) Presidential Decree No. 
34/1992 concerning the 
.idlisadon of land and building 
rights for joint veotuies.
Grants land-Mding rights for joint ventures for a maximum period 
of 35 yean that can be extended for a maximum of 25 yean.
Malaysia 1992 Budget Proposal of the 
Ministry of Finance, of 
November 1991.
Liberalises equity ownenMp requirements for FDI by permitting 
100 per cent foreign ownership for companies exporting 80 percent 
or more of production or if 50 to 80 per cent of production expofted 
and investment of 50 million ringgit or more or project has over 50 
percent value-added.
Legislative amendments to 
Income Tax Act, of 20 
February 199Z
Improves tax incentives for operational establishments of TNCs.
RspubUc of Korea Ministry of Finance Revision 
of its administrative 
regulations, effective 1 
January 1992.
Simplifies procedures for FDI in service industries, by requiring 
only notification father than approval in 95 service businesses if 
foreign share is 50 per cent or less.
Ministry of I^ naooe Plan to 
simplify administrative 
regulations governing 
management of foreign 
investment enterprises, 
effective 29 June 1992.
Relaxes some restrictions on TNG acquisition and disposition of 
stockholdings; allows TNCs to reduce invested capital at any time 
and repatriate full amount of investment
1
Ministry of Finance Revision 
of its Regulations on Foreign 
Technology Inducement, 
effective 1 November 1992.
Requires technology licensing agreements to be reported to the 
relevant iranistry when payment of a royalty on a licensing fee is 
over a certain threshold amount; sets an additional 33 categories of 
higibtedmology projects that are eligible for tax exemption on 
licensing fees or royalties received by a foreign licensor.
Ministry of Finance Revision 
of its Regulations on Foreign 
Investment, effective 1 
November 1991
Adds 12 more activities in which foreign investment is permitted; 
abolishes 4 activities in which joint-ventures are required; expands 
tax benefiu to 22 additional manufiKturing projects accompanied 
by advanced technology; abolishes the Korea Development Bank 
assessment of financial plans of foreign investment applicants.
Ministry of Finance Norm 
Implementing Improvements 
to the Foreign Investment 
System and its Environment, 
effective 1 December 1991
Adds two more business activities permitted to FDI; abolishes the 
residual performance requirements; allows high-tech services and 
insurance firms.
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Country Law/Reptiation Content
Alia (cont'd.X 
tttftM kofKon*(eom‘i.) Ministry of Finance 
Amendments to Foreign 
Capital Inducement Act and 
Revision of its Regulations on 
Foreign Investment and on 
Foreign Technology 
Inducement, of December 
199i effective 1 March 1993.
Expmds coverage of tax benefits to include all foreign investments, 
not iz^ erely those in high technology computer software and 
telecommunications: simplifies the application procedures for FDI 
and technology licenses; reduces the scope of foreign investment
review.
VlstNam Amendments to Foreign 
Investment Law, of 23 
December 1992.
Extends duration of eoteqnses with foreign ownenhip to 50 years 
and for **necessary cases’* to 70 years; allows enterprises with 
foreign capital to open bank accounts in Vietnamese and foreign 
cunency and to obtain loans from overseas banks **under special 
circumstances’*; allows foreign investors toengage in infrastructure 
projects; guarantees government protecdoo of investors’ interests 
in event of changes in Vietnamese law affecting enterprises with 
foreiga capital; allows investment promodon through incendves 
and tut coocessioos on a case-by-case basis for enterprises with 
foreign capital; defines responsibilides of State Organ for 
Management of Foreign Inves&nent.
Ceatral and Eastern Europ· 
Albtmit Foreign Investment Aa No. 7498, of August 1992.®
Permits 100 per cent foreign ownership: requires authorisadon of 
all foreign investmexits and special authocisadon only for those 
investments over a certain amount in major sectors of the economy; 
provides for equal treatment of foreign and local investon; gives 
legal guarantees upon expropriadon of foreign investments 
including standards of compensadon; provides limited nght to 
transfer of funds and repatriadon of capital; permits employment 
of qualified technical personnel; provides for dispute resolution by 
international arbitration or competent court albeit with limited 
scope.
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Country Law/R€fuiatum Content
Ccotnl umI Eaftera Eiirop· 
(coated.)
Azfrbaijam Law on the Protecdoii of 
Foreign Investments, of 15 
JnoaryI991*
State guarantees full legal protection for FDI indnding against 
changes in the law; allows restriction or prohibition of foreign 
investment for national security reasons or as stated by law; allows 
foreign investon to participate in pnvadzadon: provides that tax 
and ocher concessions are to be further defined in futoie laws; 
provides cettain guarantees of transfer of profics and other sums by 
foreign investors; allows foreign investment enterprises with over 
30 per cent foteign capital to export without a license; states that 
intdlecnial property lights are protected in accordance with the 
laws of the Republic; permits nadonalisadon only in public interest, 
with compensation; requires resolution of (Usâtes by domestic 
courts, domestic or foreign arbitradon or certain specialized 
insdtndons.
gf Miaitien Docreo PcttthlfchM fm* wrwnmii· -rmrm in RrMfo€mnu
Na 100. Fefamwy 1991
RuigariM Law on the Economic Activity 
of Poreign Penoos and the 
Protection of Poreign 
Investment, of 16 January 
1992, effective 1 February 
1992, repealing Law on 
Foreign Investment of 17 May 
1991.
EHminates requirement of minimum amount of investment; 
requires prior approval of investment only wi th respect to defense, 
banking, insurance, exploitation of natorai resources and a few 
other aedvides; abolishes rettriedons on repatriadon of profits;
including easing of restnedons on foreign ownership or lease of 
real property, except that only companies with Bulgarian m i^ty · 
ownership may own land; safeguards against expropriation; 
provides for equal treatment of foreign investors.
Banking Law, of 4 March 
1992.
Requires license fiom Bulgarian Nadonal Bank for establishment 
of new banks; sets mimmomcapitalizadoa requirements, including 
requirement of minimum capitalizadon of $20 million for foreign 
banks; requires investors, both foreign and domestic, to obtain 
central bank approval for acquisidon of over 5 percent of a bank's
I^vadzadon Law, of 23 April 
1991
Allows foreign investors to participate in the acquisition of state- 
owned enterprises.
Ordinance No. 74 of the 
Council of Ministers, of May 
1991
Ordinance No. 74 of the Council of Ministers, of May 1992.
Uthuamia Amendments to the Law on 
Poreign Investments, 11 
February 1992.
Offers new incentives for TNCs, espedaily tax concessions; allows 
long-term lease of rental property; allows state to sdl shares to 
non-dtizens without prior approval by the Goventment
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Central and ^ Mtern Earop·
(contU)
RgpubUe ofMaidam Law on PaieigD Investment, of 
19 May 199Z*
Establishes general legal regime for FDI; aims to attract FDI by 
pennitting 100 per cent foreign ownership of enterprises; allows 
repatriadoQ of profits (within constraints of non-convertible ruble); 
establishes legal and organizadonal fonns of companies with 
foreign investment; prescribes standards for compensation upon 
expropriation and allows foreign participation in privatization.
Romania Law No. 84 on Free Economic 
Zones, of2l July 1991
Permits creation of finee zones regime in sea ports and river ports; 
permits TNCs operating in firee economic zones to receive 
exemption from turnover tax, excise duties and profits tax for 
duration of their activities.
Law Providing Advantages 
for Investment of Foreign 
Capital in the Field of Oil and 
Gas Prospecting and 
Exploitation, of 8 July 1991 ^
Provides fiscal advantages to foreign investors in that field, 
regarding taxes on profits; exemption from customs taxes on 
certain imports and on exports of oil and gu from their share in 
production results; free tiansfenibflity of revenues from the sale of 
petroleum or gas in convertible currency.
Russian Ftdaration Law on Mioend Rights, of 
February 1991
Provides for concessions and production-sharing for all investors, 
as well as for licences for exploration and operating ri ghts through 
tenders and auctions; estjdilishes ceiling of five years for 
exploration permits and 20 years for exploitation rights.
Presidential Decrees on 
Privadzadon 1 July 1991
Permits foreign investors to purchase shares in certain state 
enterprises, subject to various restrictions.
Tajikistan Law on Foreign Investments, 
of 10 March 1991
Allows TNCs to establish wholly-owned companies, to form joint 
ventures, to buy shares and securities and to participate in 
privatization; allows any TNC activity not specifically banned; 
permits TNCs to lease land and exploit natural resources under 
government licence; reduces profits tax by 50 per cent for 
enterprises with foreign ownership located in free economic zon^ 
the csfoinet of Ministers can reduce profits tax on a case by case 
basis.
Turkmenistan Decision of Supreme Soviet, 
effecdve 15 December 1991
Introduces six economic zones for free entrepreneurial activity for 
ail investors; all entrepreneurs in the zones exempted until 1996 
from paying lease char^  for land and reduction in their payments 
for water, electricity and gas; exemption from taxation of profits 
for first three years of profitable work.
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Ontnü aod Eaiteni EUirofM
(cou(*d·)
TuHansnigiax (comt^ éL) Law on Foreign Economic 
Activity, of 4 July 199Z *
Introduces the basic legal prmdples governing foreign economic 
activity in the country inchiding generally aocepced international 
standards; establishes system of registration and diadotoie o( 
pemnent information on the enterprise and its economic activity. 
Restrictions on FDI may be imptMed only by law. Settlement of 
disputes might be established by agreement between the parties.
икгтяш Law on Foreign Investments 
of March 1992, effective 31 
March 199X‘=
Allows 100 per cent foreign ownership of busineu or property; 
establishes registratioorequixeineoti; provides for exemption from 
customs duties and import taxes, as well as 3 or 5 year tax bolidayt 
for TNCs; allows exports aixl imports without license and free 
disposition of foreign exchange; permits TNG hank accourta and 
conversion of local currency; subjects repatriation of profits to 15 
per cent duty; permiu expropriation only in exceptional 
drcumstances and with compoisation; provides for (fispote
Law on Free Economic Zones, 
December 1992,
Aims to attract FDI by fstahlithing framework fry creation office 
economic zones; provides dug both foreign and domestic legal 
entities engaged in economic activities on the tenitocy of such 
zones enjoy qistoms, ftxeign-cxchange, АмпН·!, tax and other 
preferencea; State guarantees property and noQ-propeny rights will 
remain intact in event of dismantiing of zones; tcquiies diipates 
arising from dismantling of zone to be beard by judicial and aihitiii 
bodies, with the consent of the parties, induing foreign jodidal 
and arbitral bodies.
UzbMtíam Uzbek Foreign Investment 
Law. of July 1991
Relaxes requirements concerning reinvestment of profits from 
FDI; provides guarantees against nationalisation; grants two-year 
tax exemption for imports and exports of industrial equipment.
La do Ameríoiaiid 
ÜM Caribbcsn
Aíxtñtína Resolution No. 72 of the 
Ministry of Economy and 
Public Works, of 7 January 
1991
Establishes regime of temporal admission for the promotion of 
export processing zones.
Cuba Constihidonal amendments, 
of July 1991
Allows private investment in selected state enterprises; recognises 
foreign ownenhip of property in joint ventures.
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Latín Amtrica and 
the Caribbean (coití’iL)
Eomdurm Decree No, 80-92 on an 
Investment Law, of 29 May 
1992; and Agreement Na 345, 
of 10 Scpccmbcr 1992.
Establishes registration and authorisation procedures; reserves 
smaU-scale industry aiKi commerce for Honduans; lequiies eqoai 
treatment of all private erterprises, whether they have foreign 
ownership or not; provides guarantees of acceu to foreign cnnency 
and ñnan^g; states guarantees of property rights and of fieedom 
to determine production and pricing.
Mexico Mining Law, of 24 June 1992. Maintains current limitations on foreign equity participation; operu 
up new areas, previously restricted (sulphur, potassium, 
phosphates, iron and coal) and opens up to private exploitatíon 
mining rights on 2 million acres of national reserves; allows for 
sale of three state-owned mining companies; contains new 
incentives including longer concession terms; also, simplifies 
applications and approval process and more legal protectioos to 
concession holders.
Nieanigiui Decree Law No. 30-92, adopting Law No. 127 on 
Pdceign Investments, of 1992.
Establishes procedures, including requireroeat of authoriswioo; 
sets out basic guarantees and rights of investors, indnding 
guarantee of equal treatment of foreign and local investors; 
establishes right to net capital repatriation añer 3 years and right to 
repatriation of ptymenu; requires adequate and effective 
compensation in case of expropriation in the todal interest
Paraguay Investment Law Na 117/91, 
of 7 January 1992.
Guarantees free repatriation of capital and raniisioa of payments 
abroad; provides for equal treatment of foreign and local investors.
Peru Supreme Decree No. 014-92^  
EM, of 3 June 1992 on a 
General Mineral Law.
Rshing Law, Decree Law No. 
25977, of 22 December 199Z
Includes tax and other incentives for foreigD investment in mining 
activities.
Promotes private investment domestic and foreign, in fishing 
activities, offering benefits, including free remission of profits and 
dividends.
Sao Tome and Principe L4 W No. 13/92 establishing 
the Investment Code, 
promulgated on 15 October 
l99г
Allows admission of foreign capital in any activity where private 
investon are permitted; refen to procedures for registration and 
approval; establishes incentives regime, including 50 · 70 per cent 
tax reductions for certain projects and access to credit; provides 
benefits in case of capital reinvestment; promotes foreign 
investment through equal treatment; allows remission of profits 
subject to a ceiling and subject to other restrictioos.
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Country Lam/Repdation CaniM
Latin Amtrica and 
tiM Caribbcui (coat'd.)
Vftm uia Decree No. 2095 of 13 
Fcbruiry 1992 on Foreign 
Investment, implementing 
Andean Pact Dedsioiis 291 
and 292 of March 1991.
Fdilowing Dedsiooa 291 and292of the Commission of Cartagena, 
it eliminates moat previous restrictions on foreign investment; 
provides for equal treatment ofFDI and local investment under the 
law. FDl subiect to oaoda limitations including exclusion of FDl 
in comnnmicadons. national defense and some proftssional 
services: provides for registration of FDl and technology transfer 
agreements; allows free repatriation of capital and remittance of 
pi^ts; opens Andean Pact tariff incentives to TNCs.
WestAsin
Iran (Isiamie lUpnSUe of) Decision of Supreme Council 
for Investment. 5 May 1992.
General Framework of 
Policiea and Cdteria adopted 
by the High Council of 
Informatics for the Operation 
of Foreign Computer 
(Zompanies, 1992.
Lilts nearly all restrictions on share ownership and repatriation of 
profits (free transfer of principal and interest); provides guarantees 
against esqxopriation.
Bars foreign computer linns from direct operation in Iran; requires 
channelling of hardware and software services through 
representative Iranian companies; allows joint ventures with FDl 
in qualified Iranian companies witfaio approved ceiling; allows 
branch offices for limited activities, sat^ ect to authorisation and 
registration.
UniUd Arab Eminus Dubai UwNa 9 of 1992. Allows establishment in the Jebd All Free Zone of 100 per cent 
foreiga-owned enterprises, with characteristics of limited liability 
company, except that can have a single shareholder; requires only 
licence from, the free zone authority, and not the munidp i^ 
authority.
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Drrdoped coon tries ^
Ausiraiia Amendments to Foreign 
Investment Review Board 
policy guidelines, of 26 
Febnmy 1992.
Raises threshold for requirement of Board approval of a foreign 
investment firom S3-10 millioa to $50 million in most sectors.
Broadcasting Services Act, 
1992.
Establishes restrictions that foreign person may not be in posidon 
to exerdse control of a television license or have more than 15 per 
cent interest Also establishes that two or more foreign penons 
must not have more than 20 per cent aggregate interests in such a 
license.
Canada Bank Act, of 1 June 1992. Allows foreign subsidiaries of foreign banks to establish banking 
operations. Reintroduces reciprocity requirement with respect to 
operations of foreign subsidiaries.
Trust and Loan Companies 
Act,of lJunel99Z
Allows foreign trust and loan companies to establish banking 
operations under the conditions established in the Bank Act of 
1991
Insurance Companies Act, of 1 
June 199Z
Allows foreign insurance companies to establish banking 
operations under the conditions establisbed under the Bank Act of
199Z
Finland Foreign Investment Act, 
effective 1 January 1993, 
repealing Restrictions Act of 
1939; Act Restricting 
Foreigner's Right to Carry on 
a Trade; as well as relevant 
provisions in the Act on 
Insurance Companies and the 
Act Restricting Foreigner's 
Ownership of Shares in Banks.
Removes restrictioos on foreign ownenhip in existing Finnish 
firms; eliminates supervision of transfers of shares or entire 
undertakings into foreign ownership; lifts lequiiement of penrat to 
own real property.
Act on the Monitoring of 
Foreigners' Corporate 
Acquisitions in Finland, 
effective 1 January 1993.
Supervision system over transfers into foreign ownenhip of 
shareholdings in larger Innnish companies to be phased out at the 
end of 1995; requires Defence Mlrtistiy to carry out permaoeat 
monitoring of defence companies; requires Ministry of Trade and 
Industry authorisation (or the Ministry of Fliumce, in case of 
commercial banks and credit institutions) for TNCs to buy more 
than one-third of the voting power in the company.
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Developod Gomitriea ^  
(csmt*(L)
FrtUKÉ Decree No. 92-134, of 11 
Febnuiy 1992.
Eases rales governing foreign investment in Frimce by extending 
the free EC investment regime to the vast majority of FDI: requires 
prior notification instead of authorisation regime for investments 
of less chan FF 50 million affbcting French companies with 
turnover of up to FF 500 millioa
Japam Amendments to Nippon 
Telegraph and Telephone 
Law. of 29 May 1992, 
effective 1 Angust 1992.
Allows foieigners to own up to 20 per cent of the shares in the 
domestic telecommunications firm, Nippon Telegraph and 
Telephone Coqx.
Swtdim Law on Right for Foreigners to 
Transact Business in Sweden, 
of 1 July 1992, repealing 
existing law.
Amendment of Swedish 
Companies Act, Swedish 
Banking Companies Act and 
Swedish Insurance Business 
Act, of December 1992, 
effective 1 January 1993.
EUminates authorisation requirement for foreign citizens and 
corporations seeking to transact business in Sweden; requires only 
registiatiaa praoedum for FDL
Swedish Companies Act, Swedish Banking Companies Act and 
Swedish Insmance Businese Act, of December 1992, effiBctive 1 
Januaiy 1993.
a ThbtablecootaiuiiiíbrnittmaocQn&ftotvaflabtesooices,ooliwtaf^fegaittioQsdiitcdyaddicssingfbragn<fiM 
it conUBitt some IcaaistaniteitfaMaic not directly addreacd to foreign iiive3toa,bi<cot«Mniinpo«ti rtproviiH)oiiffectinf 
laws addressiAg specific sectoii are aiio induded Some legal texts were provided by the lomadooil Centre for Settkmeat of Investment Oispotes. 
b InfoniMSion on developed coontries is based pnmarily on various soorees provided by the OECD secwsariac. 
c The original text of tlw law was obtained in the Umied States Depettroe« of Cofnneree^NMkMudTecfanicrilnibniiBtioaSerrioe.
Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 
1993: Transnational Corporations and Integrated International Production (United Nations 
publication, 1993).
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